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Hub International Limited [Toronto Stock Exchange 
symbol HBG] is one of North America’s leading 
insurance brokerage firms. Hub International 
Limited offers retail and wholesale property/ 
casualty, life, health, employee benefits and risk 
management services from headquarters in Chicago 
and offices in over 100 other locations including 
New York, Southern California, Michigan, Boston, 
Dallas, Montreal, Toronto and Vancouver. 


The company’s brokerages are licensed in every 
province and state in North America. As a member 
of the Worldwide Broker Network, Hub International 
Limited provides global insurance’ solutions 
through facilities in over 40 countries. 
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COMPANY CLOSED ON THE PURCHASE OF J. P. FLANAGAN CORPORATION. FLANAGAN, 
WITH 2001 REVENUES OF $8.5M, WAS THE FIRST OF THREE LARGE U.S. ACQUISITIONS 
MADE IN 2001. 
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COMPANY CLOSED ON THE PURCHASE OF KAYE GROUP INC. KAYE, THE 29TH LARGEST 
BROKER IN THE U.S.*, BROUGHT HUB INTERNATIONAL LIMITED SIGNIFICANT SCALE AND 
MANAGEMENT TALENT. 
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COMPANY CLOSED ON THE PURCHASE OF BURNHAM INSURANCE GROUP, THE 68TH 
LARGEST BROKER IN THE U.S.* THE ACQUISITION ADDED STRONG MIDWESTERN 
PRESENCE AND EXPERTISE IN THE FINANCIAL INSTITUTIONS SECTOR. 


[0 Cho a Sar enn 
THE FIRST RESEARCH ANALYST REPORT ON THE COMPANY WAS PUBLISHED BY 
COCHRAN, CARONIA & CO. 
Pecan sry fp oc or Se on 
COMPANY ANNOUNCED IT HAD SIGNED A LETTER OF INTENT TO SELL OLD LYME 
INSURANCE COMPANIES, UNDERWRITING SUBSIDIARIES OF KAYE GROUP INC. 


COMPANY ENDED 2001 WITH RECORD BREAKING ANNUAL EARNINGS AND REVENUES 
OF $0.50 PER SHARE—DILUTED AND $154.0M, RESPECTIVELY. 


*as per July 16, 2001 issue of Business Insurance Magazine 


Financial Highlights 


The Company’s consolidated financial statements have historically been expressed in Canadian dollars. This report is 
expressed in U.S. dollars. 


(in thousands of U.S. dollars except share and per share data) 2001 2000 1999 
MRO OTIC 2 atk gic'w nak iv nit Gis Agents mae tra aiias Ne oa el a dg $153,993 $ 95,240 $ 54,097 
Earnings before interest, taxes, depreciation and 
uNOre zation (MBL DANE air wice dees: ut ky nic ye tS eat ne ene! 6, $ 30,702 $ 18,761 $ 11,343 
EHDA: ITV ak OU ee ae ene t ec atcsic 84. Nn eG, ane aac eee, Mie eh cee eee 20% 20% 21% 
PSSST ETLED SSN Sp ea 2 5 A i ge ag a ok ROI MEAL AS ee re Se $ 10,005 $ 6,138 $ 3,744 
TIGUEL ESS SS SEAS Bee, Has aes, gE ee ye RARE cane 7 nc $502,296 $206,157 $171,202 
Pommon snarenolders equity... 7.6: oss Mt oie ne wae cues ele eae $135,271 Sle $105,462 
Common shares outstanding—year-end (000’s) ................20-05- 21,656 18,528 18,308 
Weighted average shares outstanding (000’s)—Basic .................. 19,012 18,327 16,941 
Weighted average shares outstanding (000’s)—Diluted ................ 20,105 18,327 16,941 
Per Share 
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To Our Shareholders 


Total Revenue 
(in millions of U.S. dollars) 
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2001 was a year of considerable accomplishment for Hub International and, with a favorable 
environment for insurance brokers and a solid base to build upon, 2002 holds the promise of 
continued achievement. Last year we grew our business both organically, by increasing our 
internal sales, and through several key strategic acquisitions in the United States. Our U.S. 
additions are already making a significant contribution as we work to attain our goals for 
2002 and beyond. Today, with a middle market client base, but serving accounts of all sizes 
in both commercial and personal lines, we are a leading insurance broker in North America. 


A Favorable Market 

After more than a decade of relaxed underwriting standards and inadequate premium pricing 
by insurers, insurance rates generally began trending upward in the latter part of 2000 and 
continuing through 2001. Today we are in a “tight” market, characterized not only by gener- 
ally higher premiums, but also by closer scrutiny of risks by both primary insurance and rein- 


surance carriers, resulting in a more stringent and selective renewal process. 


Building Shareholder 


value 


Total Assets 


(in millions of U.S. dollars) 
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In this environment our clients, more alert than ever to their exposure to risk, need us to pro- 
vide critical insurance intelligence and risk management guidance. Our scale has allowed us 
to establish and maintain strong relationships with insurers, creating an opportunity for us to 
win new clients when our smaller competitors lack the relationships to arrange suitable insur- 
ance coverage at competitive rates. This opportunity for growth through new business 
extends to both the property and casualty and the business health and life insurance sectors. 


Partners in Growth 

As we expand our presence in the United States and solidify our business, we are introducing 
ourselves and our products and services to as many new clients as possible. We also are 
embarking on a program to heighten our profile with our existing shareholders and to 
broaden our shareholder base. Consequently, we recently announced our initial public offer- 


ing in the United States and our intention to simultaneously list our shares on the New York 
Stock Exchange (symbol HBG). 


Financial Performance 

Financial performance in 2001 was strong in all areas. 

* Net earnings grew by 63% to $10.0 million from $6.1 million in 2000. 

* Net earnings per share—diluted grew 47% to $0.50 per share from $0.34 per share in 2000. 


* Earnings before interest, tax, depreciation and amortization (EBITDA) grew to $30.7 
million from $18.8 million, an increase of 64%. 


* Revenues increased 62% to $154.0 million from $95.2 million. 


We are extremely proud of our financial performance; however, we are committed to contin- 
ued improvement. 


2000 2001 Actual With Kaye/Burnham/Flanagan 
(Dollars in Millions) (Dollars in Millions) As of January 1, 2001 
(Dollars in Millions) 


$20.0 $75.4 $78.6 


$75.2 $78.6 $116.8 


@u.s. Hi Canada 


Sale of Underwriting Subsidiary 
On December 31, 2001, we announced an agreement to sell our insurance underwriting 
subsidiaries, Old Lyme Insurance Company of Rhode Island, Inc. and Old Lyme Insurance 


Company, Limited, to a subsidiary of Fairfax Financial Holdings Limited, our largest 


shareholder. Subject to regulatory approval, we contemplate a closing in the second quarter 
| 

of 2002. 
Under the arrangement we will continue to manage Old Lyme through our subsidiary, j 
ra é 

Kaye Group, and access to Old Lyme’s insurance products will remain an important compo- | 


nent of our client service capabilities. This transaction will align our underwriting position 
with that of other major public insurance brokers, that is, participation in underwriting oppor- ; 
tunities by affiliations or contingent profit sharing arrangements rather than through direct 


ownership of insurance companies and the assumption of risk. 


The September 11, 20017 terrorist attacks have had a profound effect on all of us in the 
insurance business. Hundreds of insurance professionals were among the victims, leaving countless others to mourn 
a relative, an industry colleague, friend or acquaintance. 

As we prepare this report, the psychological and economic recovery is underway. At the same time, businesses and 
professionals have begun to reassess the catastrophic exposure they face, and the resulting costs associated with 
developing a well defined risk management program. 

For our industry, the consequences of 9/11 are not yet fully resolved. Even before 9/11, insurance costs were 
increasing, coverages were being restricted and the general economy was headed into a recession. The terrorist acts 
suddenly and dramatically accelerated those trends. The result is that we, as insurance brokers, have a special role to 
play in advising and reassuring our clients. 


Today, businesses and individuals rely on us more than ever to help them identify and analyze their risks and counsel 
them on selecting the most prudent way to address those exposures. Responding to this need is both a mandate and 
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R. Craig Barton, 

President, Canadian Operations 
Richard A. Gulliver, 

President & Chief Operating Officer 
Bruce D. Guthart, 

President, U.S. Operations 

Hub International Limited 


Building our U.S. Platform 

Our 2000 and 2001 U.S. acquisitions strengthened our market presence in the Northeast and 
Midwest, and as a result, over 50% of our revenues are now derived from the U.S. We plan 
for further expansion in strategically important geographic regions, and, of course, we will 


continue to integrate smaller acquisitions into our existing “hubs.” 


Our U.S. growth is governed by adherence to three key strategic goals: (1) differentiating us 


from our peer brokers, (2) maintaining established criteria for acquisitions and, (3) making 


acquisitions that create shareholder value. 


Differentiation 

Our model is tailored to our philosophy that clients are best served by our understanding of 
their unique needs and that business is best built on market intelligence, products and serv- 
ices that meet demand, talent, and naturally, hard work. It is a combination of characteristics 
that we think differentiates our “hub” model from other insurance brokers: 


¢ Decentralized Approach. Our decentralized approach allows us to react to regional market 
conditions while still centrally managing the growth and profitability of our business with 


consistent standards. 


¢ Variety. Our broad array of products and services, which we offer through a variety of 
distribution channels, allows us to maintain and maximize existing business relationships 


and attract new clients. 
¢ Scale. Our scale translates into strong relationships with insurers. 


e Experience and Resources. Our experience, contacts in the industry and resources are 


available to all of our brokerages. 


It adds up to strength, flexibility and agility—all critical to sharpening our edge in a very 


competitive environment. 


Acquisition Criteria 
We carefully select acquisition candidates to ensure that we have the right fit and that 


together we will be able to take advantage of opportunities. We look for: 


¢ Talent and Experience. An experienced and talented management team 
that is prepared to make a long-term commitment to executing our strate- 
gic business plan. 


° Ability to Make Acquisitions. The ability to identify, acquire and seam- 
lessly integrate smaller brokerages in the region. 


* Strategic Fit. Specialization in certain products or services that may be 
beneficial to or complement our other brokerages. 


* Performance. A demonstrated record of organic growth and profitability. 


Shareholder Value 

There are no guarantees that any particular acquisition will meet all of our 
expectations. However, by consistently applying our acquisition standards, we can increase 
the likelihood of adding value with every addition, and minimize the risk of disappointment. 
Here are some important components of our approach: 


* Persistence and Discipline. We spend time meeting with potential candidates, educating 
them to make sure they understand our story and we understand theirs. There are many 


willing sellers, but an acquisition must add value and have the potential to deliver bottom 
line growth. 


* Quality and Fit. Culture counts. We promote local autonomy, but their operating philo- 
sophy and practices must meld comfortably with the rest of our organization. We are 
acquiring long-term relationships, not just revenue streams. If the former are not working, 
the latter will run dry. 

¢ Customer and Employee Focus. We are in the business of sales and service, and the 
principals and professionals of the firms we acquire remain the firm’s “face” for their 
clients and prospects. Our goal is to continue to maintain customer confidence and high 


employee morale. 


Kaye, Burnham and Flanagan 


Hub International was born in Canada, and our Canadian brokerages remain an integral part of 


our operations. Under the leadership of Craig Barton, President of our Canadian operations, 


we are committed to seeking out new opportunities for developing our Canadian business. 


2001, though, was a story of deepening and broadening our capabilities in the United States. 
The acquisitions of Kaye Group Inc., Burnham Insurance Group, Inc. and J.P. Flanagan 
Corporation, all completed last year, have expanded our U.S. market presence dramatically. 
Each of these companies is an excellent fit with our family of brokerages based upon the 
criteria and principles cited above. They are solid, lean, high-performance and successful 


businesses guided by dynamic management. 


I welcome Bruce Guthart, Chairman and CEO of Kaye, who has also been named President 
of Hub’s U.S. operations and elected to our Board of Directors; Charlie Burnham, Chairman 
and CEO of Burnham Insurance Group and a member of our Executive Committee; and Joe 
Flanagan, who has joined our Chicago Mack and Parker team as President and also serves on 
our Executive Committee. Their companies are profiled in the pages that follow, and I am 


excited about the talent, ideas and growth opportunities they bring to us. 


Management of our partner firms are supported by the efforts of Richard Gulliver, our 
President and Chief Operating Officer. My special thanks go out to Rick, as well as our 
shareholders, Board of Directors, clients, and employees for their contributions to our success 
in 2001. Our future looks bright, and I look forward to sharing more promising developments 


and rewarding results with you next year. 


Martin P. Hughes 
Chairman and 
Chief Executive Officer 
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The affiliation with Hub allows Kaye to strengthen its regional impact 


and take fuller advantage of the competitive opportunities a challeng- 


ing environment presents. 


6¢ 
| saw that as a Hub com- 


pany we could draw on a 
wider array of resources and 
support while still retaining 
the freedom and authority to 
manage our business and 
make fast, creative decisions 
39 


‘on the ground’. 


—Bruce D. Guthart 
Kaye Group Inc. 


2002 marks the 50th anniversary of New York-based Kaye Group Inc. For most of Kaye’s 
history, its extraordinary growth to become one of America’s leading insurance brokers was 
entirely organic. But in the 1990s, Kaye made several strategic east coast and California 
acquisitions. As a result, Kaye reached a size that added meaningful scale to Hub when we 
merged last June. Kaye brings to Hub a highly motivated, savvy management team with 


broad experience and a demonstrated record of success. 


Kaye’s entrepreneurial, innovative culture is its growth engine. Exemplifying this is it’s emer- 
gence as one of the nation’s leading affinity group program managers. Kaye was an industry 
pioneer in capitalizing on the opportunities inherent in the U.S. Federal Risk Retention Act in 
the 1980s. Today, with a current network of over 1,000 retail agent and broker producers, 
Kaye’s Program Brokerage division is a major source of niche market programs. The com- 
pany has further leveraged these producer relationships into a promising non-program 
wholesale business. Kaye’s traditional middle-market retail property-casualty and accident 
and health business remains vibrant, with excellent retention and new business growth, even 


during difficult market conditions in recent years. 


The affiliation with Hub allows Kaye to strengthen its regional impact and take fuller advan- 
tage of the competitive opportunities a challenging environment presents. Discussing the 
merger, Bruce Guthart, President of Kaye, and now also President of Hub’s U.S. operations, 
said, “I saw that as a Hub company we could draw on a wider array of resources and support 
while still retaining the freedom and authority to manage our business and make fast, creative 


decisions ‘on the ground’.” 
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with Hub’s. 


—Charlie Burnham 


Burnham Insurance Group 


For Charlie Burnham, Hub’s acquisition of his Battle Creek Michigan-based Burnham 
Insurance Group was a logical next step. “Organically and through our own series of strate- 
gic acquisitions,” explains Charlie, “we grew from our 1978 founding to become a large 
regional agency and one of the top 100 U.S. independents.” Today, Burnham’s staff of 150, 
services all of Michigan and also the Midwest through offices in Chicago, Cleveland and 
Dallas. At their current size, buying the type of agencies Burnham targets requires ready 
access to substantial capital, and operating profitably demands an increasingly expensive 


technology infrastructure. 


“Hub offered the financial and systems support that would facilitate our growth, and in 
today’s tough market environment Hub’s strong relationships with major carriers was 
also a big plus. More importantly,’ Charlie adds, “our culture is compatible with Hub’s. 
They understood the direction we were going, and I knew Id retain the independence and 
autonomy to run our business in the way that’s worked so well for us. It all adds up—Hub 


provides great stimulus and incentive.” 


Burnham brings to Hub a mature and broad-based book of accounts and a particularly suc- 
cessful specialty, the Financial Institutions Group. This operation, which won a Fireman’s 
Fund “Most Valuable Producer” award in 2001, designs a menu of risk management and fee 
income-producing products for financial institutions, protecting their lending activities and 


generating non-interest fee income. 


Burnham is especially enthusiastic about their Creditor Placed Insurance program, which 
assists lenders in safeguarding their assets held as collateral when borrowers fail to secure 
coverage. “This is a perfect product for cross-pollination throughout the Hub organization,” 
says Charlie. “We’ve placed this coverage for hundreds of thousands of loans based on audits 
we’ve performed. We know this need exists, and we can assist any other Hub member to 


tailor a similar program for any financial institution in their region.” 


Burnham 


INSURANCE GROUP 


Hub offered the financial and systems support that would facilitate 


our growth...” 
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Hub is exactly the right 


spot for me and the 


99 
Flanagan team. 


—Joe Flanagan 


JP Flanagan Corporation 


“Hub is exactly the right spot for me and the Flanagan team,” explains Joe Flanagan. 
“I consider myself a salesman-entrepreneur, and the open, flexible structure at Hub allows 
me to work at the same pace and with the freedom that have been key to my company’s 
historical success.” In 1992, at age 27, Joe left a major national brokerage house to start his 
own firm from scratch—no clients, no income and no markets. By 2001, after almost a 
decade as one of Chicago’s fastest growing brokerages, JP Flanagan Corporation’s revenues 


reached $8.5 million. 


Why sell to Hub? “The Flanagan team had done acquisitions,” answers Joe, “but it was clear 
to me that in today’s insurance climate in order to add the scale I knew we were capable of, 
a source of capital was required. That reality, combined with Hub’s flat organizational 


structure, sold me.’ 


Joe Flanagan offers not just the personal and professional profile that fits Hub so well, but 
also a track record of building a specialty business. Flanagan’s Professional Liability 
Division, selling primarily to attorneys, is a national practice. One product offering is a 
coverage specifically designed for sole practitioners and firms of up to ten lawyers. “Our 
insurance professionals have developed a deep knowledge of attorneys’ risk management 
needs,” explains Joe. “Regardless of the firm’s size, we have often found we are more fluent 


with the exposures our clients face than they are themselves.” 


Our brokerages have already successfully capitalized on Flanagan’s expertise in this area. 
Most recently, a Kaye producer in New York and a C. J. McCarthy representative in Boston 
teamed up with Flanagan specialists to win a sixty-six attorney firm based in Boston. 
“Teamwork really works with specialty insurance products,” says Joe. “There are thousands 


of lawyers all over the country, and we can help any Hub office turn them into clients.” 
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HUB INTERNATIONAL LIMITED 


Information Concerning Forward-Looking Statements 


This Annual Report may include forward-looking statements 
which reflect our current views with respect to future events 
and financial performance. These forward-looking state- 
ments relate, among other things, to our plans and objectives 
for future operations. These forward-looking statements are 
subject to uncertainties and other factors that could cause 
actual results to differ materially from such statements. 
These uncertainties and other factors include, but are not 
limited. to risks associated with implementing our business 
strategies, failure to identify or consummate acquisitions, 
failure to successfully integrate acquired businesses, 
decrease in the level of demand for insurance products, 
decrease in the premiums charged by insurance companies 
(with a corresponding decrease in our premium-based 
revenue), loss of services of key executive officers, actions 


of our competitors, including industry consolidation and 
increased competition in the industry, inability to develop 
and implement effective information technology systems, 
the passage of federal or state legislation subjecting our busi- 
ness to supervision or regulation in Canada and the United 
States or other jurisdictions in which we operate, and failure 
to successfully recruit and retain qualified employees. The 
words “believe,” “anticipate,” “project,” “expect,” “intend,” 
“will likely result” or “will continue” and similar expres- 
sions identify forward-looking statements. We caution read- 
ers not to place undue reliance on these forward-looking 
statements, which speak only as of their dates. We under- 
take no obligation to publicly update or revise any forward- 
looking statements, whether as a result of new information, 
future events or otherwise. 
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HUB INTERNATIONAL LIMITED 


Selected Financial Data 


We were formed in November 1998 through the merger of 11 independent insurance brokerages into a new company. The 
merger was accounted for using the pooling-of-interests method. Accordingly, our results for the year ended December 31, 
1998 include the assets, liabilities, shareholders’ equity, revenue and expenses of the combined companies, without adjust- 
ments. Our results for the year ended December 31, 1999 reflect the results of TOS Insurance Services Ltd. and Mack and 
Parker, Inc. from September 1, 1999 and October 28, 1999, respectively, the dates on which we acquired each brokerage. Our 
results for the year ended December 31, 2000 reflect the results of C.J. McCarthy Insurance Agency, Inc. from July 1, 2000, 
the date on which we acquired it. Our results for the year ended December 31, 2001 reflect the results of Flanagan, Kaye and 
Burnham from June 1, 2001, June 29, 2001 and July 2, 2001, respectively, the dates on which we acquired each brokerage. In 
addition to the acquisition of these larger brokerages, our results also reflect the acquisition of smaller brokerages that occurred 
in each respective period. As a result of our acquisitions, the results in each period are not directly comparable. 


Year ended December 31, 
(in thousands of U.S. dollars, 
except per share amounts) (1) 2001 2000 1999 1998 1997 
Consolidated statement of earnings data: 
IRE VENUC Meare ey SORES oe tad Pst gy $153,993 $ 95,240 $ 54,097 $38,723 $29,800 
DX PCHSES etree s Moers bk rere. nr eioachomine as 127,231 78,364 44,029 33,379 25,126 
Nevearmings before the following... .... 4.4040: 26,762 16,876 10,068 5,344 4,674 

FTLLELE STICK PCTISC Bee mane eye een War aya ee 7,447 1,981 632 805 567 

Goodwill and other intangible 

ASSCAIMOllLZAtLON ma eh ace eee ereeten 4,940 3,260 1,626 1,087 807 
(Gain) loss on disposal of capital assets 
ANGMNVESHMCIUStee trae te Ss ceh me cana aici: (173) 7) 14 (84) — 

Other income—put option liability........... (719) -- _ —- — 
INeteanling ssbetoreuncome taxesme ernie 15,267 11,508 7,796 33536 3,300 
PLOVISION LOGINCOMe tax EXPetseem. 4 ae elec ise 5,262 5,370 4,052 1,848 1,319 
INGE CARIES. do ka ocos & hadatota op pines oom $ 10,005 $ 6,138 $ 3,744 $ 1,688 $ 1,981 
Earnings per share: 

TEC engin tong Rte eid ct oe i eee $ 0.53 $ - 0:34 $40.22 $ 0.26 

DYING 5 Biches Reaper Cpa nbeatic os Oe aoe aaa $ ©60.50 $ 0.34 eee) $ 0.26 
Weighted average shares outstanding: 

Basicg rer er eee iok Eccuowin tion 19,012 18,327 16,941 6,448 

REUNITE lisse teaeras Couseeaene ao wsah rake ot cheats Sas ape reniewa cea es 20,105 18,327 16,941 6,448 
Consolidated balance sheet data (at period end): 
@asmand cash equivalents (2)... ...00.0.260 6. 20> $ 26,979 $ 19,919 $ 21,368 $ 308 $ 563 
‘TRolHill BOERS: 3 Sle Sid ota stam blono Rain came ales ic $502,296 $206,157 $171,202 $49,128 $39,741 
Wotakdebt and capital leases (3). wis dees screws a $196,952 $ 34,665 $ 20,562 $14,388 $15,724 
MberralestiareuOIMers, CQUIEY :2) char ade « eote st se $135,271 StiZ 212 $105,462 $13,463 $ 6,297 


(1) Effective September 30, 2001, we adopted the U.S. dollar as our reporting currency. Our financial results for all periods prior to October 1, 
2001 have been restated from Canadian dollars to U.S. dollars at the exchange rate in effect at September 30, 2001 of C$1.00 = $0.6338. 


(2) Excludes trust cash, which includes premiums collected (less commissions and other deductions) but not yet remitted to insurance carriers. 


(3) Includes long-term debt and capital leases (including current portion), bank debt and subordinated convertible debentures. 


HUB INTERNATIONAL LIMITED 


Management's Discussion and Analysis of Financial Condition and Results of Operations 


The following discussion and analysis should be read in con- 
junction with our consolidated financial statements and 
accompanying notes. Certain information contained in 
“Management’s discussion and analysis of financial condition 
and results of operations” are forward-looking statements 
that involve risks and uncertainties. Our actual results may 
differ materially from the results discussed in the forward- 
looking statements because of various factors, including 
those discussed below and elsewhere in this annual report, 
particularly under the heading “Risk Factors.” Unless oth- 
erwise indicated, all dollar amounts are expressed in, and 
the term “dollars” and the symbol “$” refer to, U.S. dollars. 
The term “Canadian dollars” and the symbol “C$” refer to 
Canadian dollars. 


OVERVIEW 


We are a leading North American insurance brokerage pro- 
viding a wide variety of property and casualty, life and 
health, employee benefits, investment and risk management 
products and services from 130 locations across North 
America. We were formed in November 1998 through the 
merger of 11 Canadian independent, privately-held insur- 
ance brokers. 


In 1999, we acquired 44 brokerages, including Mack and 
Parker, Inc., our first acquisition in the United States. In 
2000, we acquired 18 brokerages in the United States and 
Canada, including C.J. McCarthy Insurance Agency, Inc. 
(McCarthy). In 2001, we acquired 16 brokerages, including 
Kaye Group Inc. (Kaye) on June 28, Burnham Stewart Group 
Inc. (Burnham) on July 1, and J.P. Flanagan Corporation 
(Flanagan) on May 31. We apply the purchase method of 


accounting to our acquisitions and, as a result, the acquired 
brokerages’ financial results are included only from the date 
of purchase. Revenue generated by Kaye, which was previ- 
ously listed on Nasdaq®, represented 17% of our revenue for 
the year ended December 31, 2001 on an actual basis, and 
30% on a pro forma basis. 


As part of our acquisition of Kaye, we acquired Old Lyme 
Insurance Company of Rhode Island, Inc. and Old 
Lyme Insurance Company Ltd., primary insurance compa- 
nies, which together we call Old Lyme. We acquired Kaye 
with the intent to sell Old Lyme and have since entered into 
an agreement to sell Old Lyme to a subsidiary of Fairfax 
Financial Holdings Limited (Fairfax), at a purchase price 
equivalent to its U.S. GAAP book value as of December 31, 
2001, of approximately $42.8 million. As of December 31, 
2001, Fairfax owned 37% of our common shares. As of June 
28, 2001, we recorded Old Lyme as an investment held for 
sale. Accordingly, Old Lyme is shown separately on our 
balance sheet at cost, which is at or below market value, 
and its results of operations are not included in our consoli- 
dated earnings. 


We generate our revenue in the United States (U.S.) and 
Canada. As the table below shows, historically we derived a 
large percentage of our revenue from our Canadian Opera- 
tions. However, after our acquisitions of Kaye, Burnham and 
Flanagan, and our other acquisitions in 2001, among others, 
revenue from our U.S. Operations increased to almost half of 
our total revenue for 2001. We expect that in the future, a 
greater percentage of our revenue will be derived from our 
U.S. Operations and generated in U.S. dollars. 


Year ended December 31, 
% of % of % of 

(in thousands, except percentages) 2001 total 2000 total 1999 total 
Revenue 

UES. Operations tan cc oe See $ 75,429 49.0% $20,004 21.0% $ 1,535 2.8% 

Canadian Operationsaem ery. ie rene 78,564 51.0% 75,236 79.0% 52,562 97.2% 
‘Total...3,2/0c6 street eae ee ee $153,993 100.0% $95,240 100.0% $54,097 100.0% 
ea Se 2 il ll lg 


We have demonstrated growth in revenue and EBITDA 
(which we define as earnings before interest, income taxes, 
depreciation and goodwill and other intangible asset amorti- 
zation, but excluding gains or losses from the sale of capital 
assets and investments and other income—put option liabil- 
ity) over the past three years. From December 31, 1998 to 
December 31, 2001, our revenue increased from $38.7 mil- 
lion to $154.0 million representing a compounded annual 
growth rate of approximately 58%. This growth in revenue is 
primarily attributable to the additional 78 brokerages we 
have acquired since our formation in 1998 and has been sup- 
plemented by our consistent organic growth, which has 
ranged from 5% to 6% per year. We define organic growth as 
an increase in revenue for one period as compared to a prior 
period, including net new business and net increases in com- 
missions from existing business. Revenue from a brokerage 


we acquire is excluded from the calculation of organic 
growth for the first 12 months subsequent to the acquisition 
of the brokerage. 


From December 31, 1998 to December 31, 2001, EBITDA 
improved from $6.2 million to $30.7 million, representing a 
compounded annual growth rate of approximately 70%. 
EBITDA is not a measure of financial performance under 
either U.S. or Canadian GAAP, and should not be considered 
in isolation or as a substitute for net income, cash flows 
from operating activities or other income or cash flow state- 
ment data prepared in accordance with generally accepted 
accounting principles as a measure of profitability or liquid- 
ity. We believe the presentation of EBITDA is relevant 
because EBITDA is a measurement that industry analysts 
use when evaluating our operating performance. Investors 
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should be aware that our presentation of EBITDA may not 
be comparable with similarly titled measures presented by 
other companies. 


Though the insurance brokerage industry is highly sensitive to 
changes in the property and casualty insurance industry, it is 
relatively less sensitive to economic cycles than other indus- 
tries. Insurance coverage, products and services are essential 
to businesses, governmental agencies and consumers, and 
are typically a fixed cost that is difficult to eliminate even in 
periods of economic weakness. The commissions that we 
receive from primary insurers, however, fluctuate with pre- 
mium levels within the insurance market. 


During the 1990’s and into 2000, the property and casualty 
insurance industry experienced excess capacity which 
resulted in highly competitive market conditions, declining 
premium levels and a corresponding reduction in commis- 
sions paid to brokers. However, market participants, particu- 
larly in the United States, have recently reported significant 
increases in property and casualty premium levels. This 
change is the result of several years of reduced profitability 
for property and casualty insurance companies and a subse- 
quent contraction of capacity. In the United States, premium 
levels for property and casualty insurance policy renewals 
generally increased throughout 2001, while in Canada prices 
did not begin to increase until the fourth quarter of 2001. We 
believe that the events of September 11, 2001 have caused 
property and casualty insurance companies to increase pre- 
mium levels even further. We also believe that the publicity 
surrounding these events has led to widespread acceptance of 
rate increases by middle-market companies. While we cannot 
predict the timing or extent of premium pricing changes or 
their effect on our operations in the future, we believe that 
premium rates will continue to increase at least through 2003. 


REVENUE 


We derive our revenue primarily from commissions on the 
sale of insurance products and services to our clients. 
Commissions, which represented approximately 93% of our 
revenue for 2001, are calculated as a percentage of and paid 
from premiums. The insurance companies determine insur- 
ance premium rates based upon their underwriting analyses, 
while the percentage of commission is negotiated between 
us and the insurers. Typically commission rates fall within a 
range of industry norms based on lines of business. For 
example, basic commissions for property and casualty insur- 
ance typically average approximately 15% of premiums. 


For the year ended December 31, 2001, approximately 
65% of our revenue was derived from commercial accounts 
and approximately 28% from personal accounts, in both 
cases, excluding related contingent commissions and vol- 
ume overrides. 


In addition to revenue from commissions on premiums, we 
derive a portion of our revenue from volume overrides, con- 
tingent commissions and fees. Volume overrides are addi- 
tional compensation paid by insurance companies based 


upon the overall volume of business that an insurance broker 
places with an insurance company. Contingent commissions 
are based on the profit an insurance company makes on the 
overall volume of business we place with it. Contingent 
commissions are typically received in the first or second 
quarter. In 2001, 3.8% of our total revenue was derived from 
contingent commissions and volume overrides. 


We are not dependent on any single client or on a few clients 
for our revenue, nor are we dependent on a single industry 
or client type for a substantial amount of our business. 
We place insurance policies with more than 150 different 
insurance companies in the United States and Canada and do 
not depend on any single insurance company or group of 
related companies for the products we market to our clients 
or for any substantial amount of our revenue. As of 
December 31, 2001, we placed insurance policies with six 
insurance companies owned by Fairfax, each of which offers 
competitively-priced products. All of our transactions with 
the Fairfax companies are in the normal course of business, 
at fair market value and, in the aggregate, generated approx- 
imately 4.9% of our total revenue in 2001. This percentage 
will increase in 2002 as a result of the sale of Old Lyme. 


EXPENSES 


The majority of expenses we incur are remuneration 
expenses related to compensation and employee benefits, 
which typically account for approximately 70% of our total 
operating expenses. In addition to salaries, we also pay 
bonuses pursuant to our performance bonus program 
whereby each brokerage has an opportunity to achieve an 
annual bonus ranging from 50% to 65% of its brokerage pre- 
bonus operating profit in excess of 20% of the brokerage’s 
prior year revenue. The bonus percentage earned is based 
upon the respective brokerage’s operating profit margin. In 
2001, salary, bonuses and benefits equaled approximately 
57% of our total revenue. Other expenses include selling 
(which includes marketing and advertising, but not commis- 
sions paid to our sales producers), occupancy (which 
includes rent and related operating costs), administration 
(which includes office supplies, postage, telephone, training, 
technology and bad debts) and depreciation. 


RESULTS OF OPERATIONS 


Year ended December 31, 2001 
compared to year ended December 31, 2000 


Revenue. Total revenue for the year ended December 31, 
2001 increased by $58.8 million or 62% to $154.0 million 
from $95.2 million for the year ended December 31, 2000. Of 
this increase, $55.6 million, or 95%, was attributable to 
acquisitions and reflects the inclusion of the results of each 
brokerage we acquired during the year from the respective 
date of each acquisition. For the year ended December 31, 
2001, commission income increased by $56.5 million or 65% 
to $142.9 million from $86.4 million for the year ended 
December 31, 2000. Excluding the effects of acquisitions, 
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commission income increased $4.3 million or 5%. This 
increase was mainly due to organic growth, including pre- 
mium rate increases. For the year ended December 31, 2001, 
revenue from contingent commissions and volume overrides 
increased by $1.0 million or 20% to $5.9 million from $4.9 
million for the year ended December 31, 2000. This increase 
was primarily attributable to acquisitions. For the year ended 
December 31, 2001 other income, which includes fees and 
interest income, increased by $1.3 million or 33% to $5.2 
million from $3.9 million for the year ended December 31, 
2000. This increase was primarily attributable to acquisitions. 


For the year ended December 31, 2001, total revenue from 
U.S. Operations increased by $55.4 million or 277% to $75.4 
million from $20.0 million for the year ended December 31, 
2000. This increase was primarily due to acquisitions. 
Excluding the effect of acquisitions, total revenue increased 
$2.1 million or 11% primarily due to organic growth. 


For the year ended December 31, 2001, total revenue from 
Canadian Operations increased by $3.4 million or 5% to 
$78.6 million from $75.2 million for the year ended 
December 31, 2000. Excluding the effect of acquisitions, 
total revenue increased $1.1 million or 1.0%. 


Remuneration. Remuneration costs for the year ended 
December 31, 2001 increased by $33.3 million or 61% to 
$88.0 million from $54.7 million for the year ended 
December 31, 2000. Remuneration costs as a percentage of 
total revenue remained unchanged at 57% for 2001 as com- 
pared to 2000. 


Selling. Selling expenses for the year ended December 31, 
2001 increased by $3.6 million or 75% to $8.4 million from 
$4.8 million for the year ended December 31, 2000. Selling 
expenses as a percentage of total revenue of 5% remained 
unchanged for 2001 as compared to 2000. 


Occupancy. Occupancy expenses for the year ended 
December 31, 2001 increased by $3.3 million or 57% to $9.1 
million from $5.8 million for the year ended December 31, 
2000. Occupancy expenses as a percentage of total revenue 
of 6% remained unchanged for 2001 as compared to 2000. 


Depreciation. Depreciation expenses for the year ended 
December 31, 2001 increased by $2.0 million or 105% to $3.9 
million from $1.9 million for the year ended December 31, 
2000. Depreciation expenses as a percentage of total revenue 
increased to 3% in 2001 from 2% in 2000. This increase was 
primarily due to capital assets that we acquired with our bro- 
kerage acquisitions. 


Administration. Administration expenses for the year ended 
December 31, 2001 increased by $6.7 million or 60% to $17.9 
million from $11.2 million for the year ended December 31, 
2000. Administration expenses as a percentage of total 


revenue of 12%, remained unchanged for 2001 as compared 
to 2000. 


Interest expense. Interest expense for the year ended 
December 31, 2001 increased by $5.4 million or 270% to $7.4 
million from $2.0 million for the year ended December 31, 
2000. This increase is largely attributable to our issuance 
of 8.5% convertible subordinated notes to Fairfax and a third- 
party and new short-term bank loans incurred to fund the 
acquisitions of Kaye and other brokerages we acquired in 2001. 


Goodwill and other intangible asset amortization. Goodwill 
and other intangible asset amortization for the year ended 
December 31, 2001 increased by $1.6 million or 48% to 
$4.9 million from $3.3 million for the year ended December 
31, 2000. This increase is attributable to acquisitions in 2001 
and 2000. For more information, see “Goodwill and other 
intangible assets” below. 


Provision for income tax expense. Income taxes for the 
year ended December 31, 2001 and 2000 amounted to $5.3 
million and $5.4 million, respectively, resulting in an effec- 
tive tax rate of 34% and 47% for 2001 and 2000, respec- 
tively. The decrease in our effective income tax rate was the 
result of more efficient tax planning, including the manner in 
which we have structured certain of our acquisitions in the 
United States. 


Net earnings. Net earnings for the year ended December 31, 
2001 increased by $3.9 million or 63% to $10.0 million 
compared to $6.1 million in 2000. Basic earnings per share 
increased to $0.53 per share for 2001 from $0.34 per share 
for 2000. Diluted earnings per share increased to $0.50 per 
share for 2001 from $0.34 per share for 2000. 


Year ended December 31, 2000 
compared to year ended December 31, 1999 


Revenue. Total revenue for the year ended December 31, 
2000 increased by $41.1 million or 76% to $95.2 million 
from $54.1 million for the year ended December 31, 1999. 
Of this increase, $39.5 million, or 96%, was attributable to 
acquisitions. For the year ended December 31, 2000, com- 
mission income increased by $38.4 million or 80% to $86.4 
million from $48.0 million for the year ended December 31, 
1999. Excluding the effects of acquisitions, commission 
income increased $2.8 million or 6%. This increase was 
mainly due to organic growth. For the year ended December 
31, 2000, revenue from contingent commissions and volume 
overrides increased by $2.1 million or 75% to $4.9 million 
from $2.8 million for the year ended December 31, 1999. 


. This increase was primarily attributable to acquisitions. For 


the year ended December 31, 2000, other income, which 
includes fees and interest income, increased by $0.6 million 
or 18% to $3.9 million from $3.3 million for the year ended 
December 31, 1999. This increase was primarily attributable 
to acquisitions. 


For the year ended December 31, 2000, total revenue from 
U.S. Operations increased by $18.5 million or 1,233% to 
$20.0 million from $1.5 million for the year ended December 
31, 1999. This increase was primarily due to acquisitions. 
Total revenue from our U.S. Operations increased to 21% of 
our consolidated total revenue in 2000 from 3% in 1999. 
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For the year ended December 31, 2000, total revenue from 
Canadian Operations increased $22.6 million or 43% to 
$75.2 million from $52.6 million for the year ended 
December 31, 1999 primarily due to acquisitions. Total rev- 
enue from our Canadian Operations decreased to 79% of 
consolidated total revenue in 2000 from 97% in 1999. 


Remuneration. Remuneration costs for the year ended 
December 31, 2000 increased by $25.2 million or 85% to 
$54.7 million from $29.5 million for the year ended 
December 31, 1999. Remuneration costs as a percentage of 
total revenue increased to 57% in 2000 from 55% in 1999. 
This increase was primarily a result of increases in broker- 
age performance bonuses. Brokerage performance bonuses 
were 4% of total revenue in 2000 compared to 1% in 1999. 
Due to the timing of our acquisitions, many of the broker- 
ages did not qualify for an operating bonus in 1999. In 2000, 
however, all but three brokerages achieved a pre-bonus oper- 
ating profit in excess of 20%. 


Selling. Selling expenses for the year ended December 31, 
2000 increased by $1.8 million or 60% to $4.8 million from 
$3.0 million for the year ended December 31, 1999. Selling 
expenses as a percentage of total revenue decreased to 5% in 
2000 from 6% in 1999. This decrease was mainly due to 
increased cost reductions. 


Occupancy. Occupancy expenses for the year ended 
December 31, 2000 increased by $2.4 million or 71% to $5.8 
million from $3.4 million for the year ended December 31, 
1999. Occupancy expenses as a percentage of total revenue 
of 6% remained unchanged for 2000 as compared with 1999. 


Depreciation. Depreciation expenses for the year ended 
December 31, 2000 increased by $0.6 million or 46% to $1.9 
million from $1.3 million for the year ended December 31, 
1999. Depreciation expenses as a percentage of total revenue 
of 2% remained unchanged for 2000 as compared to 1999. 


Administration. Administration expenses for the year 
ended December 31, 2000 increased by $4.4 million or 65% 
to $11.2 million from $6.8 million for the year ended 
December 31, 1999. Administration expenses as a percent- 
age of total revenue decreased to 12% in 2000 from 13% in 
1999. This decrease was primarily due to our continuous 
effort to reduce overhead costs. 


Interest expense. Interest expense for the year ended 
December 31, 2000 increased by $1.4 million or 233% to $2.0 
million from $0.6 million for the year ended December 31, 
1999. This increase is attributable to the increase in long- 
term debt incurred to fund our acquisitions. 


Goodwill and other intangible asset amortization. Goodwill 
and other intangible asset amortization for the year ended 
December 31, 2000 increased by $1.7 million or 106% to 
$3.3 million from $1.6 million for the year ended December 
31, 1999. This increase is attributable to the 62 acquisitions 
we completed during 2000 and 1999. 


Provision for income tax expense. Income taxes for the 
year ended December 31, 2000 and 1999 amounted to $5.4 
million and $4.1 million, respectively, resulting in an effec- 
tive tax rate of 47% and 52% for 2000 and 1999, respec- 
tively. The decrease in our effective income tax rate is the 
result of more efficient tax planning, including the manner 
in which we have structured certain of our acquisitions in 
the United States. 


Net earnings. Net earnings for the year ended December 31, 
2000 increased by $2.4 million or 65% to $6.1 million com- 
pared to $3.7 million for 1999. Basic and diluted earnings 
per share increased to $0.34 per share for 2000 from $0.22 
per share for 1999. 


CASH FLOW, LIQUIDITY 
AND CAPITAL RESOURCES 


We act as an intermediary between insurance companies and 
their insured customers. As such, we collect and hold premi- 
ums paid by customers on behalf of the insurers. We deduct 
commissions and other expenses from these payments and 
hold the remainder in trust for the insurers. We earn interest 
on those funds during the time between receipt of the cash 
and the time the cash is paid out to the insurers. However, 
we may not use the funds for any purpose and we must remit 
the funds within a specified period after the effective date of 
the respective policy. The cash we hold in trust is shown sep- 
arately on our balance sheet. 


As of December 31, 2001, we had cash and cash equivalents 
of $77.4 million, of which $50.4 million was trust cash, 
an increase of $45.1 million from $32.3 million as of 
December 31, 2000. During 2001, $46.9 million of cash was 
provided by operating activities, primarily as a result of tim- 
ing differences between the payment of accounts payable 
and the collection of accounts receivable. The remainder was 
the result of increased net earnings adjusted for items affect- 
ing working capital. Long-term debt financing and bank debt 
financing generated $137.8 million of cash. Share capital 
issued generated cash of $3.3 million, net of repurchases. 
From these amounts and existing cash balances, $148.8 
million (including gross of $25.4 million cash received) was 
used to acquire businesses and $5.2 million was used to 
repay long-term debt and capital leases, $3.6 million was 
used to pay dividends, and $10.9 million was used for addi- 
tions to capital assets and other assets. 


As of December 31, 2000, we had cash and cash equivalents of 
$32.3 million, of which $12.4 million was trust cash, an 
increase of $0.5 million from $31.8 million as of December 31, 
1999. During 2000, $12.8 million of cash was provided from 
operating activities primarily as a result of timing differ- 
ences between the payment of accounts payable and the 
collection of accounts receivable. The remainder was the 
result of increased net earnings adjusted for items affecting 
working capital. Long-term debt financing generated $29.8 
million of cash. In addition, the executive share purchase 
plan and the sale of other assets generated $2.8 million of 
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cash. From these amounts and existing cash balances, $18.9 
million was used to acquire brokerages, $2.8 million was 
used to repurchase our common shares, $18.9 million was 
used to repay long-term debt, capital leases, and bank debt, 
$2.5 million was used to pay dividends, and $2.1 million 
was used for additions to capital assets. 


As of December 31, 2001, we had client premiums receiv- 
able outstanding of $80.5 million, of which 1.7% are over 90 
days old. We monitor these receivables on a regular and 
timely basis and have controls in place to manage aging 
accounts. In addition, we can mitigate the risk of loss related 
to client premiums receivable by requesting that the insur- 
ance company cancel the contract for insurance where pay- 
ment is overdue, thereby reducing the related premiums 
payable to insurance companies and the related amounts to 
be collected from the client. Therefore, we do not believe 
that the aging of our accounts receivables presents a material 
liquidity risk. As of December 31, 2001, we had related pre- 
miums payable to insurance companies of $122.7 million. 


We require that our brokerages submit to head office, on a 
monthly basis, all excess cash on hand in excess of a work- 
ing capital ratio of 1:1. All brokerages with trust reporting 
requirements are required to submit to head office, on a 
quarterly basis, trust reconciliation calculations stating 
whether or not they are in compliance with applicable insur- 
ance broker regulations. 


We maintain four separate credit facilities: 


¢ $50 million facility. Borrowings under this facility are 
accessed at a floating rate of 112.5 basis points above 
LIBOR, which was 2.09% as of December 31, 2001. 
This facility expires on June 20, 2002 and requires us to 
maintain certain financial ratios. We intend to extend 
this facility for a further period of one year, but if the 
revolving period is not extended, any amounts outstand- 
ing will automatically convert into a three-year term 
loan at a fixed interest rate equal to the Canadian dollar 
interest swap rate quoted by the lender plus 1.375%. As 
of December 31, 2001, $49.5 million had been drawn 
on this facility. We intend to pay down approximately 
$5 million of this facility with the proceeds from the 
sale of Old Lyme. 


$25 million facility. Borrowings under this facility are 
accessed at a floating rate of 135 basis points above 
LIBOR. This facility is guaranteed by certain of our 
subsidiaries and by Fairfax. It expires on July 18, 2002 
and contains covenants that, among other things, require 
us to maintain certain financial ratios, restrict our ability 
to incur additional debt and limit our quarterly dividend 
payments to C$0.07 per share. As of December 31, 
2001, $25 million was drawn on this facility. We intend 
to fully repay and terminate this facility with proceeds 
from the sale of Old Lyme. 


¢ $25 million facility. Borrowings under this facility are 
accessed either at a floating rate of 150 basis points 
above LIBOR or at a fixed interest rate of 9%. This 
facility is guaranteed by certain of our subsidiaries. The 
floating rate portion of this facility expires on July 17, 
2002 and contains covenants that, among other things, 
require us to maintain certain financial ratios, restrict 
our ability to incur additional debt and limit our quar- 
terly dividend payments to C$0.07 per share. As of 
December 31, 2001, $24.5 million was drawn on this 
facility, of which $23 million was drawn at a floating 
interest rate, and $1.5 million was drawn at a fixed 
interest rate, which is included in long-term debt and is 
due October 3, 2005. We intend to pay down approxi- 
mately $4.5 million of this facility with the proceeds 
from the sale of Old Lyme. 


¢ $7.5 million facility. Borrowings under this facility are 
at an interest rate of prime, which was 4.75% as of 
December 31, 2001, plus 1%. Payment is due on demand. 
As of December 31, 2001, $7.0 million had been drawn 
on this facility. We intend to fully repay and terminate 
this facility with the proceeds from the sale of Old Lyme. 


As of September 30, 2001, we were not in compliance with 
certain financial covenants relating to the maintenance of 
our financial ratios under both of our $25 million credit 
facilities. Our non-compliance was the direct result of a 
delay in reaching a final agreement for the sale of Old Lyme, 
the proceeds of which would have been used to repay debt. 
Our lenders have granted us waivers with respect to our 
non-compliance with these covenants. In addition, we have 
negotiated amended agreements with these lenders as of 
December 31, 2001. Under the amended agreements, we are 
in compliance with all the financial covenants governing the 
respective credit facilities as of December 31, 2001. 


As of December 31, 2001, we had $13.6 million of sub- 
sidiary debt comprised of various notes payable, term loans 
and capital leases. We intend to repay these liabilities from 
internally generated cash flow, existing cash balances and/or 
borrowings under our credit facilities as the subsidiary debt 
becomes due during 2002 through 2010. Of the outstanding 
subsidiary debt, $8.6 million is secured by liens on certain 
assets of our subsidiaries. 


In connection with our acquisition of Kaye on June 28, 
2001, we issued: (1) $26.6 million aggregate principal 
amount of 8.5% convertible subordinated notes due June 28, 
2006 to a third-party, the third-party notes; and (2) $35 mil- 
lion aggregate principal amount of 8.5% convertible subordi- 
nated notes due June 28, 2007 to certain subsidiaries of 
Fairfax, the Fairfax notes. These convertible notes were anti- 
dilutive to earnings per share as of December 31, 2001. 


The third-party notes are convertible at any time into our 
common shares at C$17.00 per share, subject to mandatory 
conversion on June 30, 2006. The third-party has agreed not 
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to convert the notes into common shares before June 30, 
2002 and also has agreed to allow us to repay the notes, in 
whole or in part, on or before June 30, 2002, without penalty. 


The Fairfax notes are convertible by the holders at any time 
into our common shares at C$17.00 per share. Beginning 
June 28, 2006, we may require Fairfax to convert the Fairfax 
notes into our common shares at C$17.00 per share if, at any 
time, the weighted average closing price of our common 
shares for twenty consecutive trading days equals or exceeds 
C$19.00 per share. If Fairfax converted all of the Fairfax 
notes, Fairfax would own approximately 45.1% of our total 
outstanding common shares as of December 31, 2001. 


Net debt, defined as long-term debt, including the current 
portion, bank debt and subordinated convertible notes less 
non-trust cash and the investment held for sale, as of 
December 31, 2001, was $129.2 million, compared to $14.7 


million as of December 31, 2000. The increase in debt is 
largely associated with debt incurred to finance acquisitions 
we made in 2001. In connection with our acquisition of 
Kaye for $130.4 million, we issued $61.6 million in subordi- 
nated convertible notes to Fairfax and a third party, as 
described above, as well, $54.0 million was financed with 
bank debt and $14.8 million was paid with cash. Similarly, 
the cash portion of our purchase of Burnham was financed 
with a short-term bank loan of $11.9 million. 


As a result of financing these acquisitions with debt, our net 
debt-to-equity ratio has increased. As of December 31, 2001, 
our net debt-to-equity ratio was 0.96:1, up from 0.13:1 as of 
December 31, 2000. We may incur additional debt to pay for 
future acquisitions. However, we intend to continue our 
practice of using our common shares to pay for acquisitions. 
To the extent we issue additional common shares to pay for 
future acquisitions, your equity interest in us will be diluted. 


The table below summarizes our contractual obligations and commercial commitments as of December 31, 2001: 


On Less than 1-3 4-5 After 
Payments due by period (in thousands) Total demand 1 year years years 5 years 
BanksDOrowlles tx aa APr Ae ae eet alten eres aes ae ae $ 55,000 $7,000 $48,000 $ — $ — $ — 
Long-term debt and capital lease obligations............. 80,328 = 4,169 Dole 62,381 8,506 
WperauneyleascoDUsatlonste eee lense eiet ers 53,766 — 9.061 14,877 11,991 17,837 
“TROVE, co.’a ches bre ehachcn Gch cao ONE ee eee eee $189,094 $7,000 $61,230 $20,149 $74,372 $26,343 


We intend to repay approximately $41.5 million of bank bor- 
rowings with the proceeds from the sale of Old Lyme. It is 
our intention to pay for operating lease obligations with cash 
flows generated from our operating activities. 


We believe that our existing cash, funds generated from 
operations and borrowings available under our credit facili- 
ties, together with the proceeds from the sale of Old Lyme, 
will be sufficient to satisfy our financial requirements, 
including strategic acquisitions, during the next twelve 
months. We may also raise debt or equity capital in the pub- 
lic or private markets in the future. If we issue additional 
common shares, your equity interest in us will be diluted. 


CONTINGENT OBLIGATIONS 


As part of our executive share purchase plan, we guaranteed 
loans made by a Canadian chartered bank to executives and 
employees to acquire our common shares. We may be 
required under certain circumstances to repay up to $5.5 mil- 
lion in loans incurred under the plan. The loans are secured 
by 669 of our common shares, which had a market value of 
$6.4 million as of December 31, 2001. 


Additionally, in conjunction with our acquisitions of Flanagan 
and Burnham in 2001, we issued our common shares to the 
former owners of each brokerage in consideration of the pur- 
chase price paid and granted to them the option to require us 
to repurchase our shares, approximately 2.1 million common 


shares in total, upon certain triggering events. The estimated 
financial liability associated with these put options totaled 
$17.3 million as of December 31, 2001, and is included in 
long-term debt. 


We paid for the acquisitions of Burnham and Flanagan with 
a combination of cash and our common shares. The former 
shareholders of Burnham and Flanagan are also entitled to 
receive contingent consideration if their respective broker- 
ages meet specified performance targets, based on revenue 
and operating profit. 


Flanagan 


The following table summarizes the contingent consid- 
eration that will be issued to the former shareholders of 
Flanagan if Flanagan meets certain performance criteria: 


Contingent 
Contingent consideration 
Year consideration target criteria 
ZOOM esr rata 50 shares Revenue and Profitability 
PANO sin ots cide 38 shares Revenue 
DOOD Stee pesca s 38 shares Profitability 
QOOS aire cit 88 shares Revenue 
PAU UE ecomnbny 8 8 oe: 37 shares Profitability 


Flanagan met its contingent consideration criteria for 2001. 
Accordingly, as of December 31, 2001, we have an obligation 
to issue 50 shares in the amount of approximately $0.5 mil- 
lion. The additional purchase consideration has been recorded 
in goodwill and share capital as of December 31, 2001. 
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Burnham 


The former shareholders of Burnham are entitled to contin- 
gent consideration in the event that the acquired Burnham 
operations meet certain profitability targets for the twelve- 
month period ended June 30, 2002. The contingent consider- 
ation to be issued, if the profitability criteria are met, will be 
a portion of actual profitability in excess of the target. Any 
contingent consideration issued by us will be paid 38% in 
cash, 51% in our restricted shares and 11% in our unre- 
stricted shares. 


Others 


An additional $400 of contingent consideration, based pri- 
marily on revenue targets, may also be issued in connection 
with acquisitions we made in 2001. 


SHAREHOLDERS’ EQUITY 


Share repurchases. In 2001, no common shares were pur- 
chased and cancelled. As of December 31, 2001, 8 common 
shares were reserved in respect of our executive stock pur- 
chase plan. 


In 2000, we purchased and cancelled 226 of our common 
shares for an aggregate cost of $2.0 million of which $0.6 
million was charged to retained earnings. In addition, we 
reserved 62 common shares in respect of our executive stock 
purchase plan. Of the aggregate cost of $0.8 million, 
retained earnings was charged with $0.4 million. 


Shareholders’ equity increased by $23.1 million or 21% to 
$135.3 million as of December 31, 2001 from $112.2 mil- 
lion as of December 31, 2000. This increase resulted from 
net earnings of $10.0 million, an increase in the cumulative 
translation account of $2.6 million and an increase in share 
capital of $14.1 million, primarily related to issuance of our 
common shares in connection with acquisitions. The 
increase in shareholders’ equity was offset by the payment of 
dividends of $3.6 million. 


Shareholders’ equity increased by $6.7 million, or 6%, to 
$112.2 million as of December 31, 2000 from $105.5 mil- 
lion as of December 31, 1999. This increase resulted from 
net earnings of $6.1 million, an increase in the cumulative 
translation account of $1.0 million and an increase in share 
capital of $3.1 million, which was offset by the payment of 
dividends of $2.5 million and excess over stated value of 
shares purchased of $1.0 million. 


Market risk 


Interest rate risk. We are exposed to interest rate risk in 
connection with our credit facilities. We have approximately 
$104.5 million of floating rate bank debt. However, we intend 
to pay down approximately $41.5 million of such debt with 


proceeds from the sale of Old Lyme. Accordingly, we will be 
subject to interest rate risk on $63.0 million. Each 100 basis 
point increase in the interest rates charged on the balance of 
our outstanding floating rate debt will result in approximately 
$0.4 million decrease in our net earnings. We currently do not 
engage in any derivatives or hedging transactions. However, 
we are investigating and may enter into an interest rate swap 
for our outstanding foreign currency debentures. 


Exchange rate sensitivity 


We report our revenue in U.S. dollars. Our Canadian 
Operations earn revenue and incur expenses in Canadian 
dollars. Given our significant Canadian dollar revenue, we 
are sensitive to the fluctuations in the value of the Canadian 
dollar and are therefore exposed to foreign currency 
exchange risk. Foreign currency exchange risk is the poten- 
tial for loss in revenue and net earnings as a result of a 
decline in the U.S. dollar value of our Canadian dollar rev- 
enue due to a decline in the value of the Canadian dollar 
compared to the U.S. dollar. 


The Canadian dollar is subject to volatility and has experi- 
enced significant decline in its value compared to the U.S. 
dollar in recent years. The value of the Canadian dollar as of 
December 31, 1999 was $0.6925 compared to $0.6279 as 
of December 31, 2001, a decline of more than 9%. 


The table below summarizes the effect that a $0.01 decline 
or increase in the value of the Canadian dollar would have 
had on our revenue and net earnings in prior years. 


Year ended December 31, 
(in thousands, except 
percentages) 2001 2000 1999 
Canadian Operations 
reverie: 4,22) oe $78,564 $75,236 $52,562 
Percentage of total ... 51.0% 79.0% 97.2% 
Canadian Operations 
Net INCOME ee eee $ 9,163 $ 6,446 $ 3,969 
Percentage of total .. . 91.6% 100.0% 100.0% 


$0.01 change in value of 
C$ results in change in: 


Revenuel. aan +/-$785 +/-$752  +/-$525 
INeteannings) eee +/-$ 92 +/-$ 64 +/-$ 40 


The increasing proportion of our revenue derived from our 
U.S. Operations and earned in U.S. dollars has, in part, off- 
set the potential risk of a decline in the Canadian dollar. We 
expect that the proportion of revenue earned in U.S. dollars 
will continue to increase, further mitigating our foreign cur- 
rency exchange sensitivity. We have not entered into, and do 
not intend to enter into, foreign currency forward exchange 
agreements. 


ee eas 
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Goodwill and other intangible assets 


Intangible assets arising from acquisitions consist of 
the following: 


As of December 31, 

(in thousands) 2001 2000 
Customer relationships......... $ 21,720 $ — 
Non-competition covenants ..... 2,587 — 
WinadlemmankSurrscastery cei aciae hein 6 1,839 — 
Goodwill pry senc tacrer te Gun cus 235,670 128,226 
Accumulated amortization ...... (15,637) (10,482) 
otaleranse ok es eects oes $246,179 $117,744 


The amounts allocated to customer relationships, non- 
competition covenants and trademarks are determined by 
discounting the net cash flow of future commissions 
adjusted for expected persistency, mortality and associated 
costs. The balance of the excess purchase price is allocated 
to goodwill. 


Customer relationships are amortized on a straight-line basis 
over their periods of duration, normally fifteen years. Many 


factors outside our control determine the persistency of our 
customer relationships and we cannot be sure that the value 
we have allocated will ultimately be realized. Non-competition 
covenants and trademarks are intangible assets that have an 
indefinite life and, accordingly, are not amortized, but are 
evaluated for impairment under the new accounting stan- 
dards as discussed under “—Effects of new accounting pro- 
nouncements.” We have historically amortized goodwill 
primarily over a period of forty years. Under the new 
accounting standards, goodwill is not amortized and is 
evaluated annually for impairment. 


For the past three years ended December 31, 2001, our 
amortization has been comprised of the following: 


Year ended December 31, 

(in thousands) 2001 2000 1999 

Customer relationships .... . $ 759 $ — $ — 

Non-competition covenants. . 56 — — 

Goodwill ee eee ee 4,125 3,260 1,626 
Total Fee ase: ae ere: $4,940 $3,260 $1,626 


We estimate that our amortization charges for 2002 through 2006 for all acquisitions consummated to date will be: 


Year ended December 31, 


(in thousands) 


Gu StOmetanel ALi ONS Simspme meee ce Meee chee tee cis ease wis a, seve ave 
Nou-compeliionm COVEnantsie.cqss seroe cease ac cmiewcs sc 


2002 2003 2004 2005 2006 


-ooe L487 $1,487 $1,487 $1,487 $1,487 
Sagres 80 24 _— — — 


feo ol 67 $1,511 $1,487 $1,487 $1,487 


EFFECTS OF NEW ACCOUNTING 
PRONOUNCEMENTS 


Business Combinations, Goodwill and 
Other Intangible Assets 


In July 2001, we adopted the Canadian Institute of Chartered 
Accountants (CICA) Accounting Standards Board Hand- 
book Section 1581, “Business Combinations” and Section 
3062, “Goodwill and Other Intangible Assets” (Section 1581 
and Section 3062, respectively) for all business combina- 
tions accounted for using the purchase method consummated 
after that date. These sections harmonize Canadian standards 
with the Financial Accounting Standards Board’s Statement 
of Financial Accounting Standards No. 141 and No. 142 
(SFAS No. 141 and SFAS No. 142, respectively). Section 
1581 and SFAS No. 141 require that all business combina- 
tions be accounted for in accordance with the purchase 
method of accounting. We have historically used the pur- 
chase method to record acquisitions, with the exception of 
the initial 11 acquisitions in 1998, which was accounted for 
as a pooling-of-interests. Section 1581 and SFAS No. 141 
also expand the definition of intangible assets acquired in a 
business combination accounted for using the purchase 
method. As a result, the purchase price allocation of future 
business combinations may be different than the allocation 
that would have resulted under the old rules. Business 


combinations must be accounted for using Section 1581 and 
SFAS No. 141 beginning on July 1, 2001. Our acquisition of 
Burnham, effective July 1, 2001, was accounted for under 
the provisions of Section 1581 and SFAS No. 141. 


In accordance with the above, we completed valuations of 
our 2001 acquisitions and separately identified definite and 
indefinite life intangible assets, apart from goodwill acquired, 
as a result of our purchase business combinations accounted 
for using the purchase method. 


Prior to 2001, we allocated the entire excess of the purchase 
price over net assets acquired to goodwill and primarily 
amortized that amount over a period of 40 years. Accord- 
ingly, there were no attempts to value and separately identify 
other intangible assets apart from goodwill associated with 
business combinations accounted for using the purchase 
method prior to 2001. For business combinations with a date 
of acquisition before July 1, 2001 accounted for by the pur- 
chase method, the transitional guidance of CICA Section 
1581 and SFAS No. 141 require that the carrying amount of 
any recognized intangible assets that meet the recognition 
criteria and has been included in an amount reported as 
goodwill (or as goodwill and intangible assets) should be 
reclassified and accounted for as an asset, apart from good- 
will, upon initial application of CICA Section 3062 and 
SFAS No. 142. 


Ei 
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For acquisitions prior to 2001, we did not separately identify 
and recognize intangible assets apart from goodwill in our 
accounting records. Therefore, we intend to continue to 
report the carrying value of the excess of purchase price over 
net assets acquired as goodwill for purchase business combi- 
nations. We believe that this treatment is in accordance with 
the transitional provisions of CICA Section 1581 and SFAS 
No. 141. 


In January 2002, we adopted CICA Section 3062 and SFAS 
No. 142 for all business combinations accounted for using 
the purchase method prior to June 30, 2001. CICA Section 
3062 and SFAS No. 142 eliminate the amortization of good- 
will, require annual impairment testing of goodwill, and 
introduce the concept of definite and indefinite life intangi- 
ble assets. Indefinite life intangible assets, similar to good- 
will, will no longer be amortized and will be tested, at least 
annually, for impairment. Definite life intangible assets will 
be amortized over the estimated useful life of the asset. 
CICA Section 3062 and SFAS No. 142 must be adopted on 
January 1, 2002. 


These new requirements will increase our future net earnings 
by an amount equal to the amount of goodwill amortization 
that has been discontinued, offset by any goodwill impair- 
ment charges and additional amortization as a result of 
reclassification of other intangible assets, apart from good- 
will. An initial impairment test must be performed as of 
January 1, 2002. Any resulting impairment charge from this 
initial test will be reported as a change in accounting princi- 
ple, and charged to opening retained earnings, net of tax. 


Although we have not completed our assessment of the 
impact of the new impairment testing rules or the reclassifi- 
cation rules, based on current conditions, we do not expect 
to incur a material transition goodwill impairment charge as 
of January 1, 2002. We do, however, expect that because 
goodwill will no longer be amortized and charged to earn- 
ings that there will be a significant impact on our consoli- 
dated earnings in 2002 when compared to consolidated 
earnings for prior years. Amortization expense related to 
goodwill and other intangible assets for the years ended 
December 31, 2001 was $4.9 million compared to $3.3 mil- 
lion and $1.6 million in 2000 and 1999, respectively. 


Accounting for the disposal of long-lived assets 


In August 2001, the FASB issued Statement of Financial 
Accounting Standards No. 144, “Accounting for the impair- 
ment or Disposal of Long-Lived Assets” (SFAS No. 144). 
SFAS No. 144 addresses financial accounting and reporting 
for the impairment or disposal of long-lived assets. This 
Statement supersedes SFAS No. 121, “Accounting for the 
Impairment of Long-Lived Assets and for Long-Lived 
Assets to Be Disposed Of,” and the accounting and reporting 
provisions of Accounting Principal Board Opinion No. 30, 
“Reporting the Results of Operations—Reporting the Effects 
of Disposal of a Segment of a Business, and Extraordinary, 
Unusual and Infrequently Occurring Events and Trans- 
actions” (APB No. 30). 


SFAS No. 144 generally retains the basic accounting model 
for the identification and measurement of impairments to 
long-lived assets to be held, and long-lived assets to be dis- 
posed. SFAS No. 144 broadens the definition of “discontin- 
ued operations,” as previously defined by APB No. 30, but 
does not allow for the accrual of future operating losses, as 
was previously permitted under that standard. SFAS No. 144 
also addresses several implementation and financial state- 
ment presentation issues not previously addressed under 
U.S. GAAP. SFAS No. 144 excludes from its scope finan- 
cial accounting and reporting for the impairment of goodwill 
and other intangible assets. 


The transitional guidance of SFAS No. 144 generally per- 
mits long-lived assets classified as held for disposal as a 
result of disposal activities that were initiated prior to SEAS 
No. 144’s initial application to continue to be accounted for 
in accordance with the prior pronouncement applicable for 
that disposal. As such, our investment in Old Lyme, which is 
classified as held for disposal at December 31, 2001, will 
continue to be accounted for in accordance with generally 
accepted accounting principles applicable at the date that the 
disposal activities were initiated. 


As of the time of this filing, the CICA has not harmonized 
Canadian GAAP with the provisions of SFAS No. 144. 
Accordingly, any impact related to the adoption of the provi- 
sions of SFAS No. 144 will be treated as a reconciling item 
between U.S. and Canadian GAAP. However, we do not 
anticipate that the provisions of SFAS No. 144 will have a 
material impact on our financial position or results of opera- 
tions as reported under U.S. GAAP. 


RISKS RELATED TO OUR BUSINESS 


We may be unsuccessful in identifying and acquiring suit- 
able acquisition candidates, which could impede our 
growth and ability to remain competitive in our industry. 


Our strategic plan includes the regular and systematic evalu- 
ation and acquisition of insurance brokerages in new and 
existing markets. There can be no assurance, however, that 
we will successfully identify suitable acquisition candidates. 
We are unable to predict whether or when any prospective 
acquisition candidate will become available or the likelihood 
that any acquisition will be completed once negotiations 
have commenced. We compete for acquisition and expansion 
opportunities with entities that have substantially greater 
resources than we do and these entities may be able to outbid 
us for these acquisition targets. If we fail to execute our 
acquisition strategy, our revenue growth is likely to suffer 
and we may be unable to remain competitive. 


Our continued growth is partly based on our ability to 
acquire additional brokerages and our failure to integrate 
these brokerages successfully may have an adverse effect 
on our results of operations. 


A significant element of our strategy is to acquire additional 
insurance brokerages. We cannot assure you that we will 
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successfully integrate brokerages we may acquire in the 
future. The integration of an acquisition involves a number 
of factors that may affect our operations. These factors 
include: 


* diversion of management’s attention, 


* difficulties in the integration of acquired operations and 
retention of personnel, 


* entry into unfamiliar markets, 
* unanticipated problems or legal liabilities, and 


¢ tax and accounting issues. 


A failure to integrate acquired brokerages may be disruptive 
to our operations and negatively impact our revenue or 
increase our expenses. 


Insurance brokerages that we have acquired may have 
liabilities that we are not aware of and may not be as 
profitable as we expect them to be. 


Since our formation in November 1998 through the merger 
of 11 insurance brokerages, we have acquired an additional 
78 brokerages. Although we conduct due diligence in respect 
of the business and operations of each of the companies we 
acquire, we cannot assure you that we have identified all 
material facts concerning these companies. Unanticipated 
events or liabilities relating to these companies could have a 
material adverse effect on our results of operations and 
financial condition. Furthermore, once we have integrated an 
acquired brokerage, it may not achieve levels of revenue, 
profitability, or productivity comparable to our existing loca- 
tions, or otherwise perform as expected. Our failure to inte- 
grate one or more acquired brokerages so that they achieve 
our performance goals may have a material adverse effect on 
our results of operations and financial condition. 


If we fail to obtain additional financing for acquisitions, 
we may be unable to expand our business. 


Our acquisition strategy may require us to seek additional 
financing. If we are unable to obtain sufficient financing on 
satisfactory terms and conditions, we may not be able to 
maintain or increase our market share or expand our busi- 
ness through acquisitions. Our ability to obtain additional 
financing will depend upon a number of factors, many of 
which are beyond our control. For example, we may not be 
able to obtain additional satisfactory financing because we 
already have debt outstanding and because we may not have 
sufficient cash flow to service or repay our existing or addi- 
tional debt. 


We cannot accurately forecast our commission revenue 
because our commissions depend on premium rates 
charged by insurance companies, which historically have 
varied and are difficult to predict. Any declines in premi- 
ums may adversely impact our profitability. 


In 2001, we derived approximately 93% of our revenue from 
commissions paid by insurance companies on the sale of 


their insurance products to our clients. Our revenue from 
commissions fluctuates with premiums charged by insurers, 
as commissions typically are determined as a percentage of 
premiums. When premiums decline, we experience down- 
ward pressure on our revenue and earnings. Historically, 
property and casualty premiums have been cyclical in nature 
and have varied widely based on market conditions. 
Significant reductions in premium rates occurred during the 
years 1988 through 2000 as a result of expanded underwrit- 
ing capacity of property and casualty insurance companies 
and increased competition. In some cases, property and 
casualty insurance companies lowered commission rates. 
Because we cannot determine the timing and extent of pre- 
mium pricing changes, we cannot accurately forecast our 
commission revenue, including whether it will significantly 
decline. If premiums decline or commission rates are 
reduced, our revenue, earnings and cash flow could decline. 
In addition, our budgets for future acquisitions, capital 
expenditures, dividend payments, loan repayments and other 
expenditures may have to be adjusted to account for unex- 
pected changes in revenue. 


Insurance company contingent commissions and volume 
overrides are less predictable than normal commissions, 
which impairs our ability to forecast the amount of such 
revenue that we will receive and may negatively impact 
our operating results. 


We derive a portion of our revenue from contingent commis- 
sions and volume overrides. The aggregate of these sources 
of revenue generally has accounted for 4% to 5% of our total 
revenue. Contingent commissions may be paid by an insur- 
ance company based on the profit it makes on the overall 
volume of business that we place with it. We generally 
receive these commissions in the first and second quarters of 
each year. Volume overrides are paid by an insurance com- 
pany based on the volume of business that we place with it 
and are generally paid over the course of the year. As a result 
of recent developments in the property and casualty insur- 
ance industry, including changes in underwriting criteria due 
in part to the higher numbers and dollar value of claims as 
compared to the premiums collected by insurance compa- 
nies, we cannot predict the payment of these performance- 
based revenues as well as we have been able to in the past. 
Further, we have no control over the process by which insur- 
ance companies estimate their own loss reserves, which 
affects our ability to forecast contingent commissions. 
Because these contingent commissions affect our revenue, 
any decrease in their payment to us could adversely affect 
our results of operations. 


Proposed tort reform legislation in the United States, if 
enacted, could decrease demand for liability insurance, 
thereby reducing our commission revenue. 


Legislation concerning tort reform is currently being consid- 
ered in the United States Congress and in several states. 
Among the provisions being considered for inclusion in such 
legislation are limitations on damage awards, including 
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punitive damages, and various restrictions applicable to class 
action lawsuits, including lawsuits asserting professional lia- 
bility of the kind for which insurance is offered under certain 
policies we sell. Enactment of these or similar provisions by 
Congress, or by states or countries in which we sell insur- 
ance, could result in a reduction in the demand for liability 
insurance policies or a decrease in policy limits of such poli- 
cies sold, thereby reducing our commission revenue. 


We have entered into put option arrangements with former 
shareholders of our acquired brokerages, J.P. Flanagan 
Corporation and Burnham Insurance Group, Inc., which 
may require us to pay substantial amounts to repurchase 
our common shares from these shareholders. Those pay- 
ments would reduce our cash flow and the funds available 
to grow our business. 


In connection with our acquisitions of Flanagan and 
Burnham, we entered into put option arrangements with the 
former shareholders of those companies whereby we gave 
them the right to require us to repurchase their shares of Hub 
that were issued in consideration of the acquisitions. The 
rights under the put arrangements may be exercised between 
2006 and 2011, and if exercised, we could be required to buy 
back our common shares at C$17 per share at specific exer- 
cise dates set out in “Contingent Obligations” above. We 
may not have sufficient cash on hand on the exercise dates to 
satisfy our obligations under these put arrangements and as a 
consequence we may have to obtain additional financing. 
However, we may not be able to incur additional debt at such 
time. Our inability to satisfy our obligations under the put 
options may adversely affect our relationship with the man- 
agement team at Flanagan and Burnham and may result in 
the loss of key management personnel from these sub- 
sidiaries and, in turn, the loss of customers, which would 
adversely affect our business and financial condition. In 
addition, our failure to satisfy our obligations under the put 
options may result in litigation. 


A substantial portion of our total assets are represented 
by goodwill as a result of our acquisitions and under new 
accounting standards, we may be required to write down 
the value of our goodwill. 


When we acquire a brokerage, virtually the entire purchase 
price for the acquisition is allocated to goodwill and other 
identifiable intangible assets. The amount of purchase price 
allocated to goodwill is determined by the excess of the pur- 
chase price over the net identifiable assets paid by us to 
acquire the brokerage. 


On July 1, 2001, we adopted the Canadian Institute of 
Chartered Accountants (CICA) Accounting Standards Board 
Handbook Section 1581, “Business Combinations.” These 
new rules require that all business combinations after June 
30, 2001 be accounted for in accordance with the purchase 
method of accounting and expand the definition of other 
identifiable intangible assets acquired in a business combi- 
nation using the purchase method. 


On January 1, 2002, we adopted CICA’s Section 3062, 
“Goodwill and Other Intangible Assets.” For all business 
combinations accounted for using the purchase method prior 
to June 30, 2001, Section 3062 eliminates the amortization 
of goodwill, requires annual impairment testing of goodwill 
and introduces the concept of definite life and indefinite 
life intangible assets. Indefinite life intangible assets, similar 
to goodwill, will no longer be amortized and will be tested 
at least annually for impairment. We can give no assurance 
that the carrying value of our goodwill and other indefinite 
life intangible assets will not be affected by this new 
accounting standard. 


The loss of members of our senior management or a signif- 
icant number of our brokers could negatively affect our 
financial plans, marketing and other objectives. 


The loss of, or failure to attract, key personnel could sig- 
nificantly impede our financial plans, growth, marketing 
and other objectives. Our success depends to a substantial 
extent not only on the ability and experience of our senior 
management but also on the individual brokers and teams 
that service our clients and maintain client relationships. Our 
operations are not generally dependent on any one individ- 
ual; however, the loss of Martin Hughes, our Chairman and 
Chief Executive Officer, or Bruce Guthart, our President, 
U.S. Operations, could negatively impact our acquisition 
strategy in the United States due to their significant relation- 
ships and expertise in the insurance industry. 


The insurance brokerage industry has in the past experienced 
intense competition for the services of leading individual 
brokers and brokerage teams. We believe that our future 
success will depend in large part on our ability to attract 
and retain additional highly skilled and qualified personnel 
and to expand, train and manage our employee base. We 
may not be successful in doing so because the competition 
for qualified personnel in our industry is intense. If we fail to 
recruit and retain top producers, our organic growth may be 
adversely affected. 


Competition in our industry is intense, and if we are 
unable to compete effectively, we may lose market share 
and our business may be materially adversely affected. 


The insurance brokerage business is highly competitive and 
we actively compete with other insurance brokerages for 
customers and insurance company markets, many of which 
have existing relationships with insurance companies or 
have a significant presence in niche insurance markets that 
may give them an advantage over us. Because relationships 
between insurance brokers and insurance companies or 
clients are often local or regional in nature, this potential 
competitive disadvantage is particularly pronounced. 


We face competition in all markets in which we operate, 
based on product breadth, innovation, quality of service and 
price. We compete with a number of brokerages, such 
as Arthur J. Gallagher & Co., Hilb, Rogal and Hamilton 
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Company, and Brown and Brown, Inc., in the United States 
who may have greater resources that we do, as well as with 
numerous internet-based, specialist and regional firms in the 
United States and Canada. If we are unable to compete effec- 
tively against our competitors, we will suffer a loss of mar- 
ket share, decreased revenue and reduced operating margins. 


In addition, regulatory changes in the financial services 
industry in the United States and Canada have permitted 
banks, securities firms and insurance companies to affiliate, 
causing rapid consolidation in the insurance industry. Some 
insurance companies are engaged in the direct sale of 
insurance, primarily to individuals, and do not pay commis- 
sions to agents and brokers on policies they sell directly. 
Increasing competition from insurance companies and from 
within the financial services industry, generally, could have a 
negative effect on our operations. 


We do business with certain subsidiaries of our largest 
shareholder and if a conflict of interest were to arise it 
may not be resolved in our favor and could adversely affect 
our revenue. 


Fairfax Financial Holdings Limited owns 37% of our com- 
mon shares. We do business with certain subsidiaries of 
Fairfax which represented approximately 4.9% of our rev- 
enue in 2001. We expect that this percentage will increase as 
a result of our sale of Old Lyme to Fairfax, as we will con- 
tinue to do a significant amount of business with Old Lyme. 
If a conflict of interest were to arise between us and Fairfax 
or one of its subsidiaries, we cannot assure you that this 
conflict would be resolved in a manner that would favor 
us. In addition, if Fairfax were to sell our common shares 
that it owns, it may no longer be as interested in providing us 
with financial assistance or continuing to do business with 
us which could have a material adverse effect on our finan- 
cial condition. 


We depend on our information processing systems. 
Interruption or loss of our information processing systems 
could have a material adverse effect on our business. 


Our ability to provide administrative services depends on 
our capacity to store, retrieve, process and manage signifi- 
cant databases and expand and upgrade periodically our 
information processing capabilities. Interruption or loss of 
our information processing capabilities through loss of 
stored data, breakdown or malfunctioning of computer 
equipment and software systems, telecommunications fail- 
ure, or damage caused by fire, tornadoes, lightning, electri- 
cal power outage, or other disruption could have a material 
adverse effect on our business, financial condition and 
results of operations. Although we have disaster recovery 
procedures in place for all our hub brokerages and insur- 
ance to protect against such contingencies, we cannot assure 
you that such procedures will be effective or that such insur- 
ance or recovery procedures will continue to be available at 


reasonable prices, address all such losses or compensate us 
for the possible loss of clients occurring during any period 
that we are unable to provide services. 


Privacy legislation may impede our ability to utilize our 
customer database as a means to generate new sales. 


We intend to utilize our extensive customer databases for 
marketing and sales purposes, which we believe will enhance 
our ability to meet our organic growth targets. However, new 
privacy legislation, such as the Gramm-Leach-Bliley Act and 
the Health Insurance Portability and Accountability Act of 
1996 in the United States and the Personal Information 
Protection and Electronic Documents Act in Canada, as well 
as other regulatory changes, may restrict our ability to utilize 
personal information that we have collected in our normal 
course operations to ‘generate new sales. If we became sub- 
ject to new restrictions, or other regulating restrictions which 
we are not aware of, our ability to grow our business may be 
adversely affected. 


The security of the databases that contain our customers’ 
personal information may be breached which could sub- 
ject us to litigation or adverse publicity. 


Our technology may fail to adequately secure personal infor- 
mation we maintain in our databases and protect it from 
inadvertent leakage or theft. In such circumstances, we may 
be held liable to our customers, which could result in litiga- 
tion or adverse publicity that could have a material adverse 
effect on our business. 


Our corporate structure and strategy of operating through 
decentralized brokerages may make it more difficult for us 
to become aware of and respond to adverse operating or 
financial developments at our brokerages. 


We depend on timely and accurate reporting of business con- 
ditions and financial results from our brokerages to effect 
our business plan and determine and report our operating 
results. We receive end of month reports from each of our 
brokerages regarding their financial condition and operating 
results. If an adverse business or financial development 
occurs at one or more of our brokerages near the beginning 
of a month, we may not become aware of the occurrence for 
several weeks which could make it more difficult for us to 
effectively respond to that development. In addition, if one 
of our brokerages were to report inaccurate financial infor- 
mation, we might not learn of these inaccuracies for several 
weeks, if at all, which could adversely affect our ability to 
determine and report our financial results. We are investigat- 
ing the purchase of enterprise reporting software that would 
enable us to extract financial and operating data from our 
brokerages electronically and on a real-time basis. We antic- 
ipate that such a system will be implemented in 2003. How- 
ever, we cannot assure you that it can be implemented within 
this time frame or whether it will be effective. 


HUB INTERNATIONAL LIMITED 


Our business, results of operations, financial condition or 
liquidity may be materially adversely affected by errors 
and omissions. 


We have extensive operations and are subject to claims and 
litigation in the ordinary course of business resulting from 
alleged errors and omissions. Errors and omissions claims 
can involve significant defense costs and may result in large 
damage awards against us. Errors and omissions could 
include, for example, our employees or sub-agents failing, 
whether negligently or intentionally, to place coverage or to 
notify insurance companies of claims on behalf of clients, to 
provide insurance companies with complete and accurate 
information relating to the risks being insured or to appropri- 
ately apply funds that we hold for our clients on a fiduciary 
basis. It is not always possible to prevent and detect errors 
and omissions and the precautions we take may not be effec- 
tive in all cases. 


Our results of operations, financial condition or liquidity 
may be adversely affected if in the future our insurance 
coverage proves to be inadequate or unavailable or there 
is an increase in liabilities for which we self-insure. In 
addition, errors and omissions claims may harm our repu- 
tation or divert management resources away from operating 
our business. 


If we fail to comply with regulatory requirements for 
insurance brokerages, we may not be able to conduct our 
business. 


Our business is subject to legal requirements and govern- 
mental and regulatory supervision in the jurisdictions in 
which we operate. These requirements are designed to pro- 
tect our clients by establishing minimum standards of con- 
duct and practice, particularly regarding the provision of 
advice and product information as well as financial criteria. 


Our activities in the United States and Canada are subject to 
regulation and supervision by state and provincial authori- 
ties. Although the scope of regulation and form of supervi- 
sion by state and provincial authorities may vary from 
jurisdiction to jurisdiction, insurance laws in the United 
States and Canada are often complex and generally grant 
broad discretion to supervisory authorities in adopting regu- 
lations and supervising regulated activities. This supervision 
generally includes the licensing of insurance brokers and 
agents and the regulation of the handling and investment of 
client funds held in a fiduciary capacity. Our ability to con- 
duct our business in the jurisdictions in which we currently 
operate depends on our compliance with the rules and regu- 
lations promulgated from time to time by the regulatory 
authorities in each of these jurisdictions. 


Our clients have the right to file complaints with the regula- 
tors about our services, and the regulators may investigate or 
require us to address these complaints. Our failure, to satisfy 
the regulators that we are in compliance with their require- 
ments or the legal requirements governing our activities can 
result in disciplinary action, fines, reputational damage and 
financial harm. 


In addition, changes in legislation or regulations and actions 
by regulators, including changes in administration and 
enforcement policies, could from time to time require opera- 
tional improvements or modifications at various locations 
which could result in higher costs or hinder our ability to 
operate our business. 


_ 
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Consolidated Balance Sheets 


As of December 31, 2001 and 2000 


(in thousands of U.S. dollars) 2001 2000 
(As restated 
Assets see note 2) 
Current assets: 
Perma ecastl eT EVA LENS Mere aim aes boca crepe teaacrs! aacas hole Se etuane SO esc ES OM ae $ 26,979 $ 19,919 
SETS TE CAS PRR ERS ore RAR eth etd, SL Meet cen Sine) SL ed Boe me: JU ae er De 50,426 123356 
eS AION EL TECEIVADICN tee tentacle el wach at oe Hata, eck be See ete kiome eee me 101,313 41,975 
LHVestimentenel ds Orssal Ceeemane wwii Pet op citi dctvec aaa a eetion an. nee Rat ah wa eg 40,772 — 
IMEOMERAXESTCCELV ADO pie rate irae ee ek tea Ce te irri cia ete ie te net 1,460 2,382 
StL GtTes Inc OM EgLAX Stee Petrie Parte sk 2 Oy operant ce eas nts tee Scola we Ort cme Wee Od Uae 1,999 a 
1 SHENG GRRE CETTE, Gt i Fas are ee tt oR OR Re OC Re aye Pe aE eR) RU RaP Ed A Oe rat 2,471 872 
IT AMCTSELET Uc ASSECS Betis etn Pee BR ea iat ote dShsgs ces aden Sack het ae het ON EE 225,420 77,504 
GaitaltaSSets peer e eet ee Coe ra ery Gre Bos ERY ee I Pm nn ER? Wr 20,935 7,208 
M@cherintanliDle assets peeamryrs te oc, yc dacs va vas ste heh cqsk ce ie aeieme nie Po ede dar eee Moan oe 253511 — 
Ce Wil Ferme wee eee ere Sra le Sos toca emactre tes Seti ote RRM RE ne Caeh kc oleris Reece ie eee 220,848 117,744 
EUITLINE HIN COME LAX CS rere nates cd Se hceneccie eee cis aaa ike Ute AOR eae A RR Loe eee 2,671 368 
WL CTZASSCLS We Meee ei ee Pu tia Aa, hte hy drdaiend sihae en bau tet: at eth eel ae tae: 7,091 8.333 
JLOC AIL ASSCES Perera aN EDN COS Fete oe ers AE ee Be i OR Se ae Rane A YO Caey Bniae So $502,296 $206,157 
Liabilities 
Current liabilities: 
BANK c DUMMIES ERR ree ke RE NAO a cCAUARV RR coors CE Tee yee te as $ 55,000 $ — 
ACEOTUS PEREIle EUG eree MECMIR ITE ¢ acladscerduadeddousuusdbudgnosocendderoae 164,094 57,601 
INCOME AXESHPAY aDLOY peace y ere gees repata cet creas wi aNe ose hice a-ole cies. 6 Cele Pareto cyan sete oxeunudroneoatene — 927 
EUEULECEITIC OMI Gata KOS eters iy Mec moms Vor ee ho auc ee aiehde oes tere ek’on/a te NS Gn Suen gp en ones Peer 1,387 — 
Gurrcouporion long-term debt and capital leases)... ws cw 6c how wren awe aio + melee eas Ss 4,169 © 2,167 
SIG EAIECULTEILIADILITICS ORES Tore tee eer. Gh ey scepter eects caer mien or tren ier roars ne 224,650 60,695 
MeRIELeLi CCUM ALG Capital IEASES free eter. osbon: Halk ea Soo eiela eBlog Nutone eter ty me tate Parada 76,159 32,498 
Subordinated convertible: debentures... os .¢.clecs ook oes ae os oe ae ltteer eerie 61,624 == 
UIEUIT EMIT COMES LAKES ropes erent hoe eral cae ain Codie ns DG Oho Ri choeereuese a Mycnduamiere shells 4,592 752 
STO Talia DILItleS eee mnee pees are tau ee ee Cleese atic cetera a ite 2 LaRue een we Poe auc pe ge seine Sa 367,025 93,945 


Commitments and Contingencies 


Shareholders’ equity 


BSR ene Pic Aes MOC yt ated coe ee 0 tess reaver a jan ehellana ieee we Ale) chee Pine tate le ahann ARE cielchehn wlstons 125,506 111,430 
uimulativestrans lation aCCOUnts rive een cee Mie oats eae cries erchicpet pees foceps tain rae chapuaeneneseaeyorotenlsltins 2,770 195 
Moers Catlin SS Ae aetot Wi osi5, 5) cs oenvape, Grae, Ble sneha ticnnelas ohare npmile, wine Sls ao. ews ee swale Oe ore 6,995 587 
ROR AMSHALCHOIGCES CQUILY isc. craw cohen ferns cee MEG wien Gee aoe we I De Rm ewe 135,271 i eal 

$502,296 $206,157 


(the accompanying notes form an integral part of the financial statements) 


Signed on behalf of the Board 


(HERES R c Cowell 


Director Director 
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Consolidated Statements of Earnings 


For the years ended December 31, 2001, 2000 and 1999 


(in thousands of U.S. dollars, except per share amounts) 


Revenue 


Expenses 


Remuneration « 6G: 5-0 ce a, a: seecets aches oie ore eae ICE Reacts mene eee oe 
Selling a. 2G Acdece nie ed Gustave Ble pe chokes oer Seka mee a 
Occupancy. Heke es ole ols os eee per akdin Oke eee ee ee 
Depreciation a. vn wiens, faces eis seo eda crore eetet eg Rhee PCR an nee ee ae 
Administrations jin St c0.02.¢ shied aces koi BAe eatin yee each rae oa eee 


Net earnings before the following -............ 26 4. «c4) auee ee eee 
Interest expensee).alakcs tavedars cs «sho pee eater a ee ees 
Goodwilljandintangibleassetamortization eset ner 
(Gain) loss on disposal of capital assets and investments............. 
Otherimcome—putoption liabilityaea eee eee ee ee ree 


Neticarnings' betoreincome taxesin- 2p ernie eine eee 


Provision for income tax expense (benefit) 


Current oss Sox aioe & wack. CRON sabeadees cnr Re ne 
Ptr eis koe ar 6 RS OS Be ASS Ore 


Net earnings .:.:5 02 Ste tases hats Deis oneal eee ee 


Earnings per share 


Weighted average shares outstanding—Basic (000’s)................ 
Weighted average shares outstanding—Diluted (000’s).............. 


(the accompanying notes form an integral part of the financial statements) 


2001 


$142,851 
5,946 
5,196 


153,993 


88,015 
8,359 
9,061 
3,940 

17,856 


127,231 


26,762 
7,447 
4,940 

(173) 
(719) 


15,267 


4,967 
295 


5,262 
$ 10,005 


19,012 
20,105 


2000 


(As restated 
see note 2) 
$86,410 
4,909 
3,921 


95,240 


54,701 
4,840 
5,756 
1,885 

11,182 


78,364 


16,876 
1,981 
3,260 

27 


11,508 


4,907 
463 


55370 
$ 6,138 


$ 0.34 
$ 0.34 
18,327 
18,327 


1999 


(As restated 
see note 2) 


$47,964 
2,824 
3,309 


54,097 


29 519 
3,036 
3;393 
1275 
6,806 


44,029 


10,068 
632 
1,626 
14 


7,796 


4,260 
(208) 


4,052 
$ 3,744 


San0.22 
O22 
16,941 
16,941 
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Consolidated Statements of Retained Earnings (Deficit) 


For the years ended December 31, 2001, 2000 and 1999 


(in thousands of U.S. dollars) 2001 
Retained earnings (deficit)—Beginning of year.....................05- $ 587 
IR IETE CETTE V ERS 5, cae apes arash tes BROT oo ya tey RESET a REA eae oper ag eR st Re ene Be ag 10,005 
Excess over stated value of shares purchased). 2... 5.c%.000 4404 «uses edie — 
POEL IS erent Ra a ies 2). 6 A, ha Dom ole enn ae ee eee (3,597) 
Retained earnings (deficit—End of year ....................0 0000000: $ 6,995 


(the accompanying notes form an integral part of the financial statements) 


2000 


(As restated 
see note 2) 


$(2,049) 
6,138 

(1,046) 

(2,456) 


5 587 


1999 


(As restated 
see note 2) 
$(3,159) 
3,744 
(2,634) 


$(2,049) 


N 
o 
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Consolidated Statements of Cash Flows 


For the years ended December 31, 2001, 2000 and 1999 
(in thousands of U.S. dollars) 


Operating activities 


Galerie nig COR ORO DODO Rl Gucloc bo cu oasanAdoeaonoo0C 


Items not affecting working capital 


Amortization and depreciationiae sats ae tit at iter ei ee ee 
(Gain) loss on disposal of capital assets and investments............ 
@ther income—put option Wability 7 i ee eee 
Butureincome taxes ie 28s yates ceacrrae acne Ree meres 


Non-cash working capital items 


Accounts andother receivablesiemrareserreie ier rier kee renee 
Prepaid: expenses \.%..54.. 242! cya yo oe ee eae ee ae 
Accounts payable and accrued lhabilities ane eee er 
TACOME TAKES oy cce arate cece sel see Foe eT eto non A ROR ee eae eae eee 


Financing activities 


Bank: debt acscaos bcge oo sendenthe tea nee ete ea hc ee ee ee 
Long-term debt—advances! = fa eaci saa e acie eeeee rrr 
Subordinatediconvertible debentures merrier ieee i nen treme 
Long-term debt and capital leases—repayments .................... 
Share capital—issued for cash, net of issue costs...................-- 
Share capital—repurchases! «aa. acer eet ee ere 


Dividends 


Investing activities 

Capital assets—purchases 
Capital assets—proceeds on sale 
Purchase of subsidiaries, net of cash received 
Other assets 


Change in cash and cash equivalents and trust cash 
Cash and cash equivalents and trust cash—Beginning of year 


Cash and cash equivalents and trust cash—End of year 


(the accompanying notes form an integral part of the financial statements) 


2001 


18,288 


(5,511) 

(299) 
32,571 
1,863 


46,912 


SS bee 
21,096 
61,624 
(5,154) 
3,621 


132,431 


(10,298) 
96 

(123,365) 

(646) 


(134,213) 


45,130 
32,219 


$ 77,405 


2000 


(As restated 
see note 2) 


$ 6,138 


5,145 
2), 


463 
11,873 


(2,330) 

(283) 
6,122 

(2,575) 


12,807 


(16,425) 
29,835 


(2,501) 


(2,840) 
(2,456) 


5,613 


(2,050) 
222 

(18,932) 
2,077 

(17,983) 
437 
31,838 


SO2,215 


1999 


(As restated 
see note 2) 


$ 3,744 


2,901 
14 


(208) 
6,451 


6331) 
128 
13953 

(98) 


5,103 


(14,529) 
65,534 
(6,781) 


58,494 


(1,243) 
76 
(29,203) 
(4,285) 
(34,655) 
28,942 
2,896 


$ 31,838 
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Notes to Consolidated Financial Statements 


For the years ended December 31, 2001, 2000 and 1999 


(in thousands of U.S. dollars, except per share amounts or as 
otherwise indicated) 


1. Nature of operations 


Business operations 


Hub International Limited (the “Company”) is an inter- 
national insurance brokerage which provides a variety of 
property and casualty, life and health, employee benefits, 
investment and risk management products and services. 


Business combinations 


Acquisitions of subsidiaries have been accounted for using 
the purchase method, whereby the results of acquired com- 
panies are included only from the date of acquisition. 


Effective June 28, 2001, the Company acquired Kaye Group 
Inc. (Kaye). Kaye, primarily an insurance broker, also under- 
wrote insurance risks through its subsidiaries, Old Lyme 
Insurance Company of Rhode Island Inc. and Old Lyme 
Insurance Company, Ltd. (collectively Old Lyme). The 
Company did not want to retain the underwriting risk associ- 
ated with Old Lyme, and indicated prior to the effective date 
of the acquisition that it intended to find a purchaser for the 
Old Lyme operations as soon as possible after closing. 


At December 31, 2001, the net assets and liabilities of Old 
Lyme are recorded at their original cost as an investment 
held for sale in the Company’s consolidated balance sheet. 
The net earnings of the Old Lyme operations from the date 
of acquisition to December 31, 2001 have been excluded 
from the Company’s 2001 consolidated statement of earn- 
ings and, accordingly, transactions with Old Lyme have not 
been eliminated on consolidation. The amount of Old Lyme 
net earnings excluded from consolidated net earnings for the 
period ended December 31, 2001 was approximately $1,833. 


On December 31, 2001, Kaye entered into a stock purchase 
agreement with Fairfax Inc. to sell all of the issued and out- 
standing shares of Old Lyme, pending regulatory approval. 
Fairfax Inc. is a subsidiary of Fairfax Financial Holdings 
Limited (Fairfax), which currently owns approximately 37% 
of the Company’s outstanding shares. The agreed-upon 
purchase price (which is considered to be fair market value) 
is Old Lyme’s December 31, 2001 stockholder’s equity of 
approximately $42,800 determined in accordance with 
accounting principles generally accepted in the United 
States of America (U.S. GAAP). The purchase price will be 


increased by four percent, compounded annually, from 
January 1, 2002, until the closing date. Any difference 
between the actual purchase price at the closing date and the 
carrying amount of the investment held for sale in the 
Company’s consolidated balance sheet will be recorded as a 
gain or loss on the sale of investment at the closing date. 


2. Summary of significant accounting policies 


These consolidated financial statements of the Company are 
expressed in United States of America (U.S.) dollars and 
have been prepared in accordance with Canadian generally 
accepted accounting principles (Canadian GAAP). These 
principles differ in certain respects from United States 
GAAP and to the extent that they affect the Company, the 
differences are described in note 17, “Reconciliation to U.S. 
GAAP.” The more significant of the accounting policies are 
as follows: 


Basis of presentation 


The consolidated financial statements include the accounts of 
the Company and all of its subsidiaries. All material inter- 
company accounts and transactions have been eliminated. 
Certain reclassifications have been made to prior years’ finan- 
cial statements to conform to the current year presentation. 


Change in reporting currency 


The Company’s consolidated financial statements have his- 
torically been expressed in Canadian dollars. Effective 
September 30, 2001, the Company adopted the U.S. dollar 
as its reporting currency. Comparative financial information 
has been restated in U.S. dollars using the translation of con- 
venience method. At September 30, 2001, all historical 
financial statements were converted from Canadian to U.S. 
dollars at the exchange rate in effect at September 30, 2001 
of one Canadian dollar to 0.6338 U.S. dollar. 


Foreign currency translation 


The assets and liabilities of these subsidiaries as at December 
31, 2001 were translated to U.S. dollars at the year end 
exchange rate. Revenue and expenses subsequent to 
September 30, 2001 were translated to U.S. dollars at the 
average exchange rate for the period. The operations of 
the Company’s subsidiaries outside of the U.S. are self- 
sustaining. Accordingly, the unrealized gains and losses 
which result from this translation are deferred and included 
in shareholders’ equity under the caption “Cumulative trans- 
lation account.” 
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Revenue recognition 


Commission income and fees, (including commission income 
related to installment billing arrangements) are generally 
recognized as of the latter of the effective date of the policy 
or the date at which the amount can be reasonably estimated. 
Commission income is reported net of sub-broker commission 
expense. Commission and other adjustments are recorded 
when they occur, and the Company maintains an allowance 
for estimated policy cancellations and commission returns. 
The Company is entitled to contingent commissions and vol- 
ume overrides from insurance companies and are recorded in 
the earlier of the period in which amounts can be reasonably 
estimated or the period in which amounts are received. 


Cash and cash equivalents and trust cash 


Cash and cash equivalents consist of cash, highly liquid 
investments having maturities of three months or less and 
trust cash. The carrying amounts on the balance sheet approx- 
imate fair value. 


Premiums collected (less commissions and other deductions) 
but not yet remitted to insurance carriers are included in trust 
cash. Trust cash is restricted as to use by contractual obliga- 
tions and by laws in certain states and provinces in which the 
Company operates. 


Capital assets 


Capital assets are stated at cost less accumulated deprecia- 
tion and amortization. Depreciation is recorded based on 
useful economic lives, using principally the declining bal- 
ance method at a rate which ranges between 20% and 30%. 
Leasehold improvements are amortized on the straight-line 
method over the term of the related lease. Upon sale or 
retirement, the cost and related accumulated depreciation 
or amortization are removed from the accounts and any 
gain or loss is reflected in earnings. 


Goodwill 


Goodwill, equal to the excess of the purchase price over the 
fair value of net identifiable assets acquired, relating to acqui- 
sitions which took place before July 1, 2001, is amortized to 
earnings on a Straight-line basis over 40 years. Goodwill 
relating to acquisitions which took place on or after July 1, 
2001 is carried at cost and reviewed annually for impairment. 


In June 2001, the Canadian Institute of Chartered Accountants 
approved a new Handbook Section 3062, “Goodwill and 
Other Intangible Assets”. From January 1, 2002, goodwill 
will no longer be amortized but will be subject to regular 


review for impairment. The impact of ceasing the amortiza- 
tion of goodwill on the year ended December 31, 2002 will 
likely be to increase net earnings before income taxes by 
approximately $3,400. The Company does not anticipate any 
other material impact on the financial statements as a result 
of implementation of this new accounting standard. 


The new rule harmonizes Canadian GAAP with U.S. GAAP. 


Other intangible assets 


Intangible assets arising from purchase acquisitions princi- 
pally represent the fair value of customer relationships, 
company trademarks and non-competition covenants. 
Definite life intangible assets are amortized to earnings on 
a straight-line basis over the estimated useful life of the 
asset, averaging 15 years. Indefinite life intangible assets 
are carried at cost and reviewed annually for impairment. 


Investment held for sale 


The investment held for sale (Old Lyme) is recorded at cost, 
which is at or below market value. 


Future income taxes 


Income taxes reflect the expected future tax consequences of 
temporary differences between the carrying amounts of 
assets or liabilities and their tax bases. Future income tax 
assets and liabilities are determined for each temporary dif- 
ference based on the tax rates which are expected to be in 
effect when the asset or liability is settled. The benefit of 
loss carryforwards is recognized as an asset to the extent that 
it is more likely than not to be recoverable from future prof- 
itable operations. The principal temporary differences are 
related to loss carryforwards, goodwill and other intangible 
asset amortization and reserves. 


Estimates and assumptions 


Preparation of the financial statements in conformity with 
Canadian GAAP requires management to make estimates and 
assumptions that affect the reported amount of assets and lia- 
bilities and the reported amount of revenue and expense dur- 
ing the reporting period. Actual results could differ from 
those estimated. 


Earnings per share 


Basic earnings per share, excluding the dilutive effect of 
common share equivalents, is calculated by dividing net 
earnings by the weighted average number of common shares 


HUB INTERNATIONAL LIMITED 


outstanding for the year. Diluted earnings per share are cal- 
culated using the treasury stock method and include the 
effects of all potentially dilutive securities. Earnings per 
common share has been compiled below: 


Changes in the fair value of these options are recorded 
in earnings. 


3. Acquisitions 


2001 5000 1999 The Company’s strategic business plan includes the regular 

and systematic evaluation and acquisition of insurance bro- 
Net income (numerator) .... $10,005 $6,138 $ 3,744 kerages in new and existing markets. Insurance brokerages, 
due to their nature, typically maintain a very low capital to 
earnings ratio. As a result, the Company recorded a substan- 
tial amount of goodwill and other intangible assets in con- 
nection with these acquisitions. 


Weighted average common 

shares and effect of 

dilutive shares used in 

the computation of 

earnings per share: 
Average shares outstanding— 

basic (denominator)...... 19,012 S327 16,941 
Effect of dilutive shares*... . 1,093 == — 


The Company typically pays a portion of the consideration 
for an acquired brokerage in cash. Consideration for the 
remainder of the purchase price is normally in the form of 
the Company’s common shares. The Company’s common 
Average shares outstanding— shares issued in consideration for acquired brokerages are 

diluted (denominator) .... 20,105 18,327 16,941 valued based on the quoted market price, on the Toronto 
es ete ce ae Stock Exchange, for a short period before and after the closing 


Earnings per common share: : Rae 
Bree ct 650.5305 OSs tc ae ee oe 
Dilted wae ne cen nate che So O50 5 esa Osa oea O22 a) During 2001, the Company purchased all of the issued 


and outstanding shares of Kaye, Burnham Stewart Group, 
Inc. (Burnham) and J.P. Flanagan Corporation (Flanagan), 
as well as the outstanding shares or net assets of 13 other 
brokerages, all of which were acquired using the pur- 
chase method of accounting. Accordingly, the results of 
operations and cash flows of the acquired companies 
have been included in the Company’s consolidated results 
from their respective acquisition dates. 


*Reflects dilutive effect of all put options issued in connection with 
certain 2001 acquisitions. The subordinated convertible debentures 
are anti-dilutive. 


Written put options 


The fair value of put options issued by the Company as 
consideration for businesses acquired is classified as long- 
term debt until such time as the option is exercised or expires. 


The allocation of the purchase price, including goodwill and other identifiable intangible assets, and the cost of the acquired 
brokerages are summarized as follows: 


Kaye Burnham Flanagan Others Total 
ANGQ USNC IDENIS, % 5 emren Go obo wooo ob ooo Oc June 28, 2001 July 1, 2001 May 31, 2001 Various 
IW GER IN CACAp Ital tren sewewere si smvaliraicnt kc ew leas levels) $ 43,141 $ 3,002 $ (703) $ (216) $ 45,224 
Wapitalrand Other assets worl seein roca ee 7,413 1,580 79 (244) 8,828 
Long-term debt and capital leases assumed ....... (1,449) (8,200) (1,339) (70) (11,058) 
Net assets (liabilities), at fair value.............. $ 49,105 $ (3,618) $(1,963) $ (530) $ 42,994 
Consideration 
(CHG cin siclcae Pee ne OS Ol reo ane nome cs $125,131 $11,533 S16 $ 3,950 $141,390 
DED ier rani Giincatns strc eens tins will sean — 12,435 TANG, 1,760 21,405 
SVigiaS. Sig bc teat UIE ae ee ee oe _ 6,191 1,821 557 8,569 
$125,131 $30,159 $ 9,807 $ 6,267 $171,364 
(Geek. @ bs So ots He dae CRN iE orc aes ano $ 59,816 $27,269 $ 8,838 $ 6,001 $101,924 
GustomenrelatonswlpSe nn crs ele ene = 12,992 5,690 2,242 796 21,720 
Sacle MACKG mee MAME Nee ANIOT cotta temic! <csi ny sha talos 1,714 623 250 _ 2,587 
Non-competition covenants ..............+++:. 1,204 195 440 — 1,839 
$ 75,726 $33,777 $11,770 $ 6,797 $128,070 
Number of shares issued as consideration (000’s). . . — 1,743 730 51 2,524 


ee 
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Contingent consideration 


In addition to the consideration shown above, the previous 
owners of Burnham, Flanagan and other subsidiaries, are 
entitled to contingent consideration if certain revenue and 
profitability targets are met. Purchase price allocations for 
Flanagan and Burnham are subject to adjustment for future 
consideration issued. 


Flanagan 


The following table summarizes the contingent considera- 
tion that may be issued in connection with the acquisition 
of Flanagan: 


Contingent 
consideration | Contingent consideration 


Year (000’s) target criteria 

ZOO Tae cure tee 50 shares Revenue and Profitability 
20D Reapers s pve 38 shares Revenue 

2002 eects 38 shares Profitability 

DOOB ir Pageve te stray 88 shares Revenue 

DOOS eee s.2 4 ieee 37 shares Profitability 


As of December 31, 2001, the contingent consideration cri- 
teria for 2001 were met. Accordingly, the Company has an 
obligation to issue 50 shares in the amount of $478. The 
additional purchase consideration has been recorded in 
goodwill and share capital as of December 31, 2001. 


Burnham 


The owners of Burnham shall be entitled to contingent con- 
sideration in the event that the acquired Burnham operations 
meet certain profitability targets for the twelve-month period 
ended June 30, 2002. The contingent consideration to be 
issued, if the profitability criteria are met, shall be a portion 
of actual profitability in excess of the target. Any contingent 
consideration issued by the Company shall be paid 38% in 
cash, 51% in restricted shares of the Company’s common 
shares, and 11% in unrestricted shares of the Company’s 
common shares. 


Others 


An additional $400 of contingent consideration, based pri- 
marily on revenue targets, may also be issued in connection 
with other acquisitions made by the Company in 2001. 


b) During 2000, the Company purchased all of the issued 
and outstanding shares of C.J. McCarthy Insurance 
Agency Inc. (McCarthy), as well as the outstanding 
shares or net assets of 17 other brokerages, all of which 
were acquired using the purchase method of accounting. 
Accordingly, the results of operations and cash flows of 
the acquired companies have been included in the 
Company’s consolidated results from their respective 
acquisition dates. 


The allocation of the purchase price, including goodwill, and 
the cost of the acquired brokerages are summarized as follows: 


McCarthy Others Total 


Acquisition date ........ June 30,2000 ~—- Various 
Working capital......... $ 3,033 $(1,600) $ 1,433 
Capital and other assets. . . 487 363 850 
Long-term debt and capital 
leases assumed ....... (899) (24) (923) 
Net assets (liabilities), 
at fairevaluceenieeeee $ 2,621 ~$d.26)) S$ 1,360 
Consideration 
Cashin Saoeuaes a arterar $18,236 $6,710 $24,946 
Debit ane eee — 1,951 1,951 
Shares eee 4,415 466 4,881 


$22,651 $9,127 $31,778 


Goodwill. Saar $20,030 $10,388 $30,418 


Number of shares issued as 
consideration (000s). . . 465 43 508 


c) During 1999, the Company purchased all of the issued 
and outstanding shares of 44 brokerages, all of which 
were acquired using the purchase method of accounting. 
Accordingly, the results of operations and cash flows of 
the acquired companies have been included in the 
Company’s consolidated results from their respective 
acquisition dates. 


HUB INTERNATIONAL LIMITED 


The allocation of the purchase price, including goodwill, and the cost of the acquired brokerages are summarized as follows: 
ee ee at SL ee es Pa ne ed 


LEST ST ULC ERIS EN Ar ey en ee 
WGN ea Capital Reremresyen ata ecea re chus Pack eeaerye Acta 3c eh aa 
PP SPH Se aINS, OL NET ASSELS ty tee ake Bh Mee terche a! a vale as gre 
Long-term debt and capital leases assumed.................. 


iNe@assets (liabilities) at tain value eee ie sen aiae ee ene 


Consideration 


TOS 
Mack and Insurance 
Parker, Inc. Services Ltd. Others Total 
October 27, 1999 August 31, 1999 Various 

$ 3,283 $ 441 $ (632) $ 3,092 
793 1,296 1,246 3535) 
@51) (2,219) (3,825) (6,295) 
$ 3,825 $ (482)  $(3,211) $132 
$10,082 $ 4,376 $22,097 $36,555 
13,249 4,496 12,586 30,331 
$23,331 $ 8,872 $34,683 $66,886 
$19,506 $ 9,354 $37,894 $66,754 
1,103 417 1,185 2,705 


4. Accounts and other receivables 


Accounts and other receivables consist of the following: 


December 31, 2001 2000 


Client premiums receivable ...... $ 80,488 $ 33,430 
Commissions receivable......... 18,214 5,870 
Less: Allowance for doubtful 

accounts and policy 

Caneellationsememaeeir ie aie (1,427) (502) 

97,275 38,798 
@therreccivablesisa eae en er 4,038 Beli, 
$101,313 $ 41,975 


Allowance for doubtful accounts and policy cancellations: 


2001 2000 1999 


BalancesvalUaty alee eee $ 502 $309 $110 
Charged to net earnings 

before income taxes....... 340 26 188 
Acquired through 

AC GUISHLODG ye. renee nek 585 167 11 
Balance, December 31....... $1,427 $502 $309 


5. Capital assets 


December 31, 2001 2000 
Leasehold improvements ........ $ 10,043 $ 1,929 
Oficeteduipment mene. trcr er 11,140 6,570 
‘ClyeniseGeltjensl! 5 505000ne. 13,620 8,900 
34,803 17,399 
Accumulated depreciation 
and amortization. «10... + - (13,868) (10,191) 
INGtDOOKsVAlUG tence eae $ 20,935 $ 7,208 


During 2001 and 2000, capital assets were acquired at an 
aggregate cost of $11,534 and $2,395, respectively, of which 
$1,236 and $345 were acquired by means of capital leases. 


The cost above reflects certain capital assets held under 
capital leases of which the remaining liability at December 
31, 2001 and 2000 was $1,470 and $667, respectively. 


6. Other intangible assets and goodwill 


As of December 31, 2001, the gross carrying amount and accu- 
mulated amortization of intangible assets were as follows: 


Accumu- 
Gross lated 
carrying amorti- 
amount zation Total 
Definite life intangible assets: 
Customer relationships...... $21,720 $759 $20,961 
Indefinite life intangible assets: 
Non-competition covenants. . . 2,587 56 2,531 
Wrademarksieeeer ee as ce 1,839 — 1,839 
POCA Ss ence Grete tema ects erste: $26,146 $815 $25,331 


The Company is unable to estimate the useful life of non- 
competition covenants and trademarks. These indefinite life 
intangible assets will be reviewed annually for impairment. 
Once a non-competition covenant is triggered, the Company’s 
policy is to amortize the related intangible asset over the 
period of the remaining contractual obligation. 
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The changes in the carrying amount of goodwill for the 
years ended December 31, 2001 and 2000, are as follows: 


Operations Operations 
inCanada in USA Total 


Balance as of 


January 1!) 2000)3-7.4--- $67,760 $ 22,051 $ 89,811 
Goodwill acquired 

during 2000S ener 10,388 20,030 30,418 
Amortization of goodwill 

dunn 2000 ae ee (2,501) (759) (3,260) 
Cumulative translation 

adfuStMeNtiee eee — 7715 VB 


Balance as of 

December 315 2000 heer $75,647 $ 42,097 $117,744 
Goodwill acquired during 

the period January 1, 2001 

toJune 30520017. a: 1255 67,848 69,103 
Goodwill acquired during 

the period July 1, 2001 


to December 31, 2001... 556 32,265 32,821 
Amortization of 

goodwill during 2001... (2,292) (1,833) (4,125) 
Cumulative translation 

ad jUSIMNen tee eee (884) 6,189 5,305 


Balance as of 
December 31, 2001..... $74,282 $146,566 $220,848 


Goodwill acquired prior to July 1, 2001 is amortized on a 
straight-line basis over a period of 40 years. Accumulated 
amortization was $14,822 and $10,482 at December 31, 
2001 and 2000, respectively. 


For the years ended December 31, 2001, 2000 and 1999 
amortization has been comprised of the following: 


2001 2000 1999 


Customer relationships........ $ 759 $ — $ — 
Non-competition covenants ... . 56 a ae 
Goodwill Aare ete tte 4,125 3,260 1,626 

otal; 4.9% orice ee eae $4,940 $3,260 $1,626 
fiisiatctenibiia die ne ie eS Be Se 


7. Accounts payable and accrued liabilities 


Accounts payable and accrued liabilities consist of the 
following: 


December 31, 2001 2000 
—_____._______— 7a 
Insurance premiums 

(PENEINS see oceanchoc $122,668 $42,472 


Accrued liabilities ...... 41,426 15,129 


$164,094 $57,601 


8. Debt 
Bank debt 


At December 31, 2001, the Company had bank debt consist- 
ing of three separate credit facilities: 


¢ $25 million facility. Borrowings under this facility are 
accessed at a floating rate of 135 basis points above 
LIBOR, which was 2.09% as of December 31, 2001. 
This facility is guaranteed by certain of the Company’s 
subsidiaries and by Fairfax. It expires on July 18, 2002 
and contains covenants that, among other things, require 
the Company to maintain certain financial ratios, restrict 
its ability to incur additional debt, and limit quarterly 
dividends to C$0.07 per share. As of December 31, 
2001, $25 million was drawn on this facility. The 
Company intends to fully repay and terminate this facil- 
ity with proceeds from the sale of Old Lyme. 


¢ $25 million facility. Borrowings under this facility are 
accessed either at a floating rate of 150 basis points above 
LIBOR, which was 2.09% as of December 31, 2001, or 
at a fixed interest rate of 9%. This facility is guaranteed 
by certain of the Company’s subsidiaries. It expires on 
July 17, 2002 and contains covenants that, among other 
things, require the Company to maintain certain financial 
ratios, restrict its ability to incur additional debt and limit 
quarterly dividend payments to C$0.07 per share. As of 
December 31, 2001, $24.5 million was drawn on this 
facility, $23 million at a floating interest rate and $1.5 
million at a fixed interest rate, which is included in long- 
term debt and is due October 31, 2005. We intend to 
repay approximately $4.5 million of this facility with the 
proceeds from the sale of Old Lyme. 


¢ $7.5 million facility. Borrowings under this facility are 
at an interest rate of prime, which was 4.75% as of 
December 31, 2001, plus 1%. Payment is due on 
demand. As of December 31, 2001, $7.0 million had 
been drawn on this facility. The Company intends to 
fully repay and terminate this facility with the proceeds 
from the sale of Old Lyme. 


The Company has agreed to sell Old Lyme to a subsidiary of 
Fairfax for approximately $42.8 million, subject to obtaining 
regulatory approval. The Company intends to use the pro- 
ceeds from the sale of Old Lyme to repay debt. 


As of September 30, 2001, the Company was not in compli- 
ance with certain financial covenants relating to the mainte- 
nance of certain ratios under both of the $25 million credit 
facilities. The non-compliance was the direct result of a 
delay in reaching a final agreement for the sale of Old 
Lyme, the proceeds of which would have been used to repay 
debt. The Company’s lenders have granted waivers with 
respect to the non-compliance with these covenants. In 
addition, the Company has negotiated amended agreements, 
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with respect to these covenants, with these lenders as of 
December 31, 2001. The amendments are for the remaining 
life of the loans. Under the amended agreements, the Com- 
pany is in compliance with all the financial covenants govern- 
ing the respective credit facilities as of December 31, 2001. 


Long-term debt and capital leases 


2001 2000 
Revolving U.S. Dollar 
EIBORMoans at 3.2 7a ee eee $49,454 $29,835 
Put options (see below) .......... 17,274 — 


Term loan with interest at prime 

plus “4%, repayable at $22 

monthly, due August, 2005*..... 849 1,130 
Term loan with interest at 9%, 

repayable at $46 monthly, 

die Octobere2 00S aaa eme ece 12533 — 
Term loan with interest at 7.8%, 

repayable at $367 quarterly, 

Gis Units ZOO 8 5s ocean onowes 728 — 
Term loan with interest at 7.75% 

repayable at $13 monthly, 

doe March? 0025p pa eine 38 — 
Note payable with interest at 5.92%, 

repayable at $272 annually, 

due November 2005.../....... 953 1,103 
Term loan with interest at 8.25%, 

repayable at $364 semi-annually, 

due June 20077 a. esse eee bee 4,007 = 
Term loan with interest at 8%, 

repayable at $18 monthly, 


duenuly: 2.01 Oe ree cesiecdistene ey as 1,353 — 
Various other unsecured notes 

payable and debtye seers ie a 2,669 1,702 
(Gnpitalleasescinemr secs cie tects: 1,470 667 
Term loans repaid during the year. . . — 228 
Long-term debt and capital leases. . . 80,328 34,665 


essieunrent POrmOn meri (4,169) (2,167) 
$76,159 $32,498 


*Certain capital assets have been pledged as collateral in amounts 
not less than the outstanding balance at December 31, 2001. 


Revolving U.S. dollar LIBOR loans 


Borrowings under this facility total $50 million and are 
accessed at a floating rate of 112.5 basis points above 
LIBOR, which was 2.09% as of December 31, 2001. This 
facility expires on June 20, 2002 and requires the Company 
to maintain certain financial ratios. The Company intends to 
extend the facility for a further period of one year; however, 
if the revolving period is not extended, any amounts out- 
standing will automatically convert into a three-year term 
loan at a fixed interest rate equal to the Canadian dollar 


interest swap rate quoted by the lender plus 1.375%. As of 
December 31, 2001 $49.5 million had been drawn on this 
facility. The Company intends to pay down approximately 
$5 million of this facility with the proceeds from the sale of 
Old Lyme. 


Put options 


Long-term debt includes the estimated value of the financial 
liability of $17,274 relating to written put option agreements 
on 2,103 common shares, exercisable at a price of C$17.00 
per share, issued to former owners of brokerages acquired 
who are officers and employees of the Company. The put 
options are exercisable as follows: 


Number 

of shares 
Date (000’s) 
US See 2 OO Gree pemeraie yee eek cards okt eS, 6 340 
LY gle) OO Ore monn eccnci ne tee or ache Mee as. Sa palit 873 
UNS ENS EZ OT crete nts cael aye Ree erences eet eae 68 
UR GH 8 e201 pee Nice ewe eee ae ee ae eee 272 
ALY ply) ol perce te wegen eee Reece ee hee alee i. 08 (oye 550 


The Company will not be required to settle the liabilities in 
cash if the common share price exceeds C$17.00 on each of 
the above mentioned exercise dates. Any options not exer- 
cised on the exercise date immediately expire. 


Subordinated convertible debentures 


In connection with the acquisition of Kaye on June 28, 2001, 
we issued: (1) $26.6 million aggregate principal amount of 
8.5% convertible subordinated notes due June 28, 2006 to a 
third-party, the third-party notes; and (2) $35 million aggre- 
gate principal amount of 8.5% convertible subordinated 
notes due June 28, 2007 to certain subsidiaries of Fairfax, 
the Fairfax notes. These convertible notes were anti-dilutive 
to earnings per share as of December 31, 2001. 


The third-party notes are convertible at any time into the 
Company’s common shares at C$17.00 per share, subject to 
mandatory conversion at June 28, 2006. The Company sub- 
sequently entered into an agreement whereby the third-party 
agreed not to convert the notes into common shares before 
June 30, 2002 and also agreed to allow the Company to 
repay the notes, in whole or in part, on or before June 30, 
2002 without penalty. 


The Fairfax notes are convertible by the holders at any time 
into the Company’s common shares at C$17.00 per share. 
Beginning June 28, 2006, the Company may require conver- 
sion of the Fairfax notes into common shares at C$17.00 per 
share if, at any time, the weighted average closing price of the 
Company’s common shares for twenty consecutive trading 
days equals or exceeds C$19.00 per share. If converted, 
Fairfax would own approximately 45% of the total outstand- 
ing common shares as of December 31, 2001. 
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Future repayment of long-term debt and capital leases is 
as follows: 


Year ending December 31, 


2002 a ee hh ech ee CE IO ee ses $ 4,169 
DAV VE eee aR a A aT es ha eee o oeeere ao, cack 2,794 
PAY. 0Y: ene ee eR MRUR ate iene he aaa c, nck Olina ar O.0 b 2,478 
DOOSige We he ic Gene Ns EOS IO aereae 51,365 
DOG rE est eae ety ae el RE ae eae 11,016 
2007 and thereatter ok oe ee oe ee 8,506 

$80,328 


9. Commitments and contingencies 


a) The Company is committed under lease agreements for 
office premises and computer equipment. At December 31, 
2001, aggregate minimum rental commitments (net of 
expected sub-lease receipts) under operating leases of 
$53,766 are summarized as follows: 


2002 520 1. ke Beer eee RA Ce ee $ 9,061 
DOOB gene eh eee eee $ 7,909 
PROG ee RAE mt Ota Golo Obintic ottee od $ 6,968 
DOO S iy atieiae Seok. chasers eRe eae $ 6,311 
DOO Gee eo ceceeitecs th estas Geert ee ee eRe $ 5,680 
2007sand thereattetss-m- ee hoe eee $17,837 
b) The Company may, under certain circumstances, be obli- 


gated to purchase loans for officers, directors and 
employees from a Canadian chartered bank totaling 
$5,542 (2000—$5,896) to assist in purchasing common 
shares of the Company. As collateral, the employees have 
pledged 669 (2000—690) common shares which have a 
year-end market value of $6,389 (2000—$5,683). Interest 
in the amount of $377 (2000—$397) on the loans was 
paid by the Company. 


c) In the ordinary course of business, the Company and its 
subsidiaries are subject to various claims and lawsuits 
consisting primarily of alleged errors and omissions in 
connection with the placement of insurance. In the opin- 
ion of management, the ultimate resolution of all asserted 
and potential claims and lawsuits will not have a material 
effect on the consolidated financial position or results of 
operations of the Company. 


10. Shareholders’ equity 


At December 31, 2001 and 2000, there were an unlimited 
number of non-voting, preferred shares authorized, issuable 
in series on such terms and conditions as set by the Board of 
Directors, of which no shares were issued. At December 31, 
2001 and 2000, there were an unlimited number of common 
shares authorized, of which 21,656 in 2001 and 18,528 in 
2000 were issued and outstanding. 


Common shares 


Outstanding 
(000’s) Amount 

Balance, January 1, 19992. 22... OTT $ 16,624 
Repurchase araeeccaaet ie ee ae (577) (4,147) 
Issued fomcash emer eee eee 9,104 65,534 
Purchase’ of subsidiaries)... 4-2 2,704 307331 
Balance, December 31, 1999....... 18,308 108,342 
Repurchase 2s .5 ce ada eer (288) (1,794) 
Purchasevof subsidiatiesss1- rae 508 4,882 
Balance, December 31, 2000....... 18,528 111,430 
Tssuediton cash ene eens 440 3,621 
Issued for executive share purchase 

plan (net of repurchases) ........ 164 1,886 
Purchase of subsidiaries........... 2474 8,091 
Issuable for contingent 

Considerationi are sear te 50 478 
Balance, December 31, 2001....... 21,656 $125,506 


During 2000, under terms of normal course issuer bids 
approved by The Toronto Stock Exchange, the Company pur- 
chased and cancelled 226 common shares for an aggregate cost 
of $1,996, of which $649 was charged to retained earnings. 


On January 22, 1999, the Company issued 2,838 Special 
Warrants for cash of $24,282. Holders of Special Warrants 
were entitled to receive, upon exercise and without payment 
of any further consideration, one common share of the 
Company for each Special Warrant held. These warrants 
were exercised on February 10, 1999. 
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On January 29, 1999, the Company filed a prospectus with 
applicable regulatory authorities in each of the provinces of 
Canada for the offering and issuance of 866 common shares 
of the Company for cash of $7,406. The offering closed on 
February 10, 1999. Shares issued for cash of $65,534 is net 
of issue costs of $376. 


Cumulative translation account 


2001 2000 

Balance at January [ae asaen sen $195 $ (831) 
Translation of self-sustaining 

foreipnioperations ams se sales ee 9,479 1,335 
Translation of debt financing 

self-sustaining 

(ORANG ISEUTNS.. oconananosoer (6,904) (309) 
Balance at December 31........... $ 2,770 $ 195 


11. Fair value of financial instruments 


The carrying amounts of the Company’s financial assets and 
liabilities, including cash and cash equivalents, accounts 
and other receivables, accounts payable and accrued liabili- 
ties at December 31, 2001 and 2000, approximate fair value 
because of the short maturity of these instruments. The carry- 
ing value of the Company’s variable rate debt of $105,300 
approximates fair market value. 


The fair value of the Company’s subordinated convertible 
debentures is not determinable. The carrying values of put 
options and other long-term debt approximate fair values. 


12. Income taxes 


The provision for income tax expense differs from the result 
that would have been obtained by applying the combined 
Canadian statutory federal and provincial income tax rate of 
41.7%—2001, 44.0%—2000, 44.5%—1999, as follows: 


2001 2000 1999 

Provision for tax at 

Statutory rates sacra $6,366 $5,058 $3,467 
Non-deductible amortization 

(oy eerorahi alll ns, coer BO On iesyebe) 994 588 
Income earned outside 

(Gariadarracdrecns nee sein (3,170) (1,148) (44) 
(Oye. ci pace ee naar 487 466 41 
Provision ton tax.ay se. oer $ 5,262 $ 5,370 $4,052 


The components of the future tax assets and liabilities at 
December 31, 2001 and 2000, were as follows: 


2001 2000 

Future income tax assets 

ossrcarryiorwards siete eet $ 1,886 $ 166 

Non-deductible book reserves ...... 1,602 — 

Deferred compensation 2>......-.- 879 — 

Other oni es res eercccaye octet tances 303 202 
Total future income tax assets........ 4,670 368 
Less: current portion future 

iN COMentaxaSsels eee ee ne (1,999) — 
Future income tax assets............ $ 2,671 $ 368 
Future income tax liabilities 

Goodwill and other intangible 

asset aAMmorizaon eo eee ee $ 3,663 $712 

Other accrual adjustments......... 1,309 — 

Capital asset depreciation ......... 169 181 

Otierser ak tee oe ea eee 838 (141) 
Total future income tax liabilities ..... 5,979 752 
Less: current portion future 

INCOME tax wiabilitiesee ee Meee (1,387) — 
Future income tax liabilities ......... $ 4,592 Sy? 


The Company has Canadian net operating loss carryforwards 
of $2,425 at December 31, 2001 that expire 2007 through 
2008. In addition, the Company has various state and local 
net operating loss carryforwards in the U.S. of approximately 
$9,100, which expire 2016 through 2021. Such net operating 
losses are currently available to offset certain future state and 
local taxable income. As a result of an ownership change, 
there are annual limitations imposed upon the utilization of 
these losses, and accordingly, a valuation allowance in the 
amount of approximately $1,400 has been established where 
we do not believe the net operating losses will be realized. 


Valuation allowance January 1, 2001 ........... $ — 
Acquired through acquisitions ................ 1,461 
Valuation allowance December 31, 2001 ........ 1,400 
Chaneeinithepenod@ere cesne citation $ 61 
Average state and localitax rate mmr iii 10% 


Charged to provision for income tax expense 
for the year ended December 31, 2001........ $ 6 


13. Interest and income taxes paid 


Interest and income taxes paid were for the years ending 
December 31: 


2001 2000 1999 


Yaterest Paid ie <0G Guineas $6,818 $2,606 $ 632 


Income taxes paid........... $3,444 $7,528 $4,264 
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14. Pro forma results of acquisitions (unaudited) 


The following table reflects the results of our operations, on a pro forma basis, as if the 2001 acquisitions of Burnham, Flanagan 
and Kaye had been completed on January 1, 2000, and the 2000 acquisition of McCarthy had been completed on January 1, 
2000. The 1999 acquisitions have not been presented due to the significant number of individually immaterial acquisitions. 


2001 2000 


Total TEVENUE ees cove god-ea Sie eReacand doo @ cle voua abs & Bohn ala Balser een $163,317 $172,541 
Net earnings (loss) before income taxes ...4 24.04). 6 >is os ses so eae eee ee $ 16,321 $ (2,287) 
Net earnings (loss) from: operations. oi < .4.< stl otc we oie eee nlm ele cece $ 11,440 $ (3,388) 
Net earnings (loss) from operations per share 
BASIC. co vic cu s+ buen ode caePs selee Pac cea ke eee eee $ 0.56 $ (0.18) 
Dilttte ds .050 dives aoe Mavalnaie sone eee eGo wielleeoeyere Guay hy Geen tclat E RCnn Sie ene ee $ ©6053 $ (0.16) 
Weighted average shares outstanding 
Basic: (QOO7S) ooo. 2 coats wae chaste aie ois eeanese oles die 1 enereh ou en geyeuetetes see eNO ee ene ee 20,387 19,231 
Diluted :(QO0’S) i. sso... aS 6S aie SS Siler ctv mye verde bya eeie osm, Get repo me ACHE kcal Renee Pee RR cn area 21,480 21,654 


The pro forma adjustments for 2001 and 2000 include adjustments to remove non-recurring expenses incurred by the broker- 
ages acquired in connection with the purchase transactions by the Company, as well as adjustments to reflect the Company’s 
cost of borrowings as if the 2001 acquisitions of Burnham, Flanagan and Kaye had been completed on January 1, 2000, and 
the 2000 acquisition of McCarthy had been completed on January 1, 2000. 


15. Segmented information 


The Company is an international insurance brokerage which provides a variety of property and casualty, life and health, 
employee benefits, investment and risk management products and services. In addition to its Corporate Operations, the 
Company has identified two operating segments within its insurance brokerage business; Canadian Operations and U.S. 
Operations. Corporate Operations consist primarily of investment income, unallocated administrative costs, interest expense 
and the income tax expense or benefit which is not allocated to the Company’s operating segments. The elimination of intra- 
segment revenue relates to intra-company interest charges and management fees. 
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Geographic revenue is determined based upon the functional currency of the various subsidiaries. Financial information by 
operating and geographic segment for 2001, 2000 and 1999 is as follows: 


2001 2000 1999 
Consol- Consol- Consol- 
Canada US. idated Canada US. idated Canada OES: idated 
Revenue 
TOKELAU Cen i terrapin $ 78,488 $ 75,458 $153,946 $ 74,710 $19,864  $ 94,574 $ 50,944 $ 1,535 $ 52,479 
Corporate and othermn-- an een: 16,960 237 17,197 7,953 5,142 13,095 4.029 — 4,029 
Elimination of 
intra-segment revenue............ (16,884) (266) (17,150) (7,427) (5,002) (12,429) (2,411) _ (2,411) 


$ 78,564 $ 75,429 $153,993 


Net earnings before income taxes 


Brokerare mcr ty covaur caters. eicts os $ 6,625 $ 13,200 $ 19,825 
Corporate andiotheney. emer cere ae 6,126 (10,684) (4,558) 


$ 12,751 $ 2,516 $ 15,267 


Income taxes 


BrOKera Sen wry arrays ei Seals ete pitas $ 3,910 $ 5,793 $ 9,703 
(Corporate: andlotheneresarieerce sere (322) (4,119) (4,441) 
$ 3,588 $ 1,674 $ 5,262 
Net earnings 
OI sb cote adan goaae nee ny AAS) RAS CO nS aK be? 
Corporate andiother een aaa 6,448 (6,565) (117) 
$ 9,163 $ 842 $ 10,005 
Identifiable assets 
ITOK Gra Cer mnonseaants acim eanac aa $109,896 $319,989 $429,885 
Investment held for sale............ — 40,772 40,772 
Corporatcalid OMChemer creer 28,212 3,427 31,639 
$138,108 $364,188 $502,296 
INTO AVALON: fo cca nodoosneuounn $ 2,316 $ 2,624 $ 4,940 
Additions to capital assets ......... $ 1,624 $ 9,910 $ 11,534 
Depreciation sapere crate. caches Se 1755) bees lS 9S) S940 
TMETESE-TEVENUC «cites cs acoigeete ore $ 805 $ 1,188 $ 1,993 
IECELCSUCXDEDSC Reenter. $ 6337 $ 1,110 $ 7,447 


16. Related party transactions 


The Company had transactions with and recorded commis- 
sion income from the following related parties: 


2001 2000 1999 


Lombard General Insurance 


Company of Canada...... $6,123 $7,527 $6,077 
Commonwealth Insurance 

(Compally earns > cir 374 351] 353 
Federated Insurance 

Company of Canada...... 28 10 1 
Markel Insurance Company 

Of Canadas warrant tres 88 We 61 
Crum & Forster Insurance. . . . 745 Zoi 67 
TIG Specialty Insurance..... 150 — — 


$7,508 $8,251 $6,559 


$ 75,236 $20,004 $95,240 $ 52,562 $ 1,535 $ 54,097 


> 8017 $ 3,242 $11,259 $ 5,727 $ (36) $ 5,491 
BF dae (33522) 249 2,510 (205) 2,305 


$ 11,788 $ (280) $11,508  $ 8237 $ (441) $ 7,796 


$ 4,930 $ 1,339 $ 6269 $ 3,274 $ (65) $ 3,209 
412 = (1,311) (899) 994 (151) 843 


9,042, $28. 3° 5,370" 24268 S$. (216) $4,052 


$ 3,087 31,903 $3 4990 $ 2453 3 (171) S 2:282 
Seb) (CAP NUN, 1,148 1,516 (54) 1,462 


$ 6,446 $ (308) $ 6,138 $ 3,969 $ (225) $ 3,744 


$129,899 $63,116 $193,015 $117,038 $32,070 $149,108 


8,309 4,833 13,142 20,247 1,847 22,094 
$138,208 $67,949 $206,157 $137,285 $33,917 $171,202 


$ 2,482 $ 778 $ 3,260 $ 1547 $ 79 $ 1,626 
$92,190 $9205.) 3 2,395" 9S 12257 S83 DY 0,308 
$1,619 $ 266 3 1,885 9S 2211 3 64 5 1,275 
2 977 R04 1 1,681 $ 724 $ 83 $ 807 
$1,920) 3. 61, 5. 1,98) $ 425 $ 207° $ 632 


As of December 31, 2001, the Company had accounts receiv- 
able and accounts payable balances with the above related 
parties in the amounts of $271 and $6,839 (2000—$269 and 
$3,605), respectively. All revenue and related accounts 
receivable and accounts payable are the result of transactions 
in the normal course of business. The companies are related 
through common ownership by Fairfax, which owns approxi- 
mately 37% of the Company’s common shares. 


As of December 31, 2001, long-term debt related to put 
options and certain subordinated convertible debentures are 
due to related parties. 


During 2001 and 2000, the Company incurred expenses 
related to rental of premises from related parties in the 
amount of $1,373 and $993, respectively. At December 31, 
2001 and 2000, the Company also had accounts receivable 
due from related parties in the amount of $4,586 and $2,320, 
respectively, of which the majority were loans to employees 
to enable them to purchase shares of the Company. 
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17. Reconciliation to United States GAAP 


The consolidated financial statements have been prepared in accordance with Canadian GAAP which differs in certain respects 
from United States GAAP. The following represents the principal differences affecting net earnings: 


2001 2000 1999 


Net earnings for the year based on Canadian GAAP. .......-- 22-222 eee eee eee eee eens $10,005 $6,138 $3,744 
Adjustment to investment held for sale (1)... 1.0... 6. eee eee e eee ene cece eee eee eeee 520 — = 
Change in reporting currency (2)... 6.0... <5 5 uate =» «sana oon ke 158 366 233 
Net earnings for the year based on U.S. GAAP (3)... ....-. 222+ - 2222s eee e eet e eee eeee 10,683 6,504 3,977 
Other comprehensive income 
Unrealized gains (losses), net of tax of $226—2001, ($112)—2000, ($25)—1999 ............ (370) 183 41 
Less: reclassification adjustment, net of tax of ($112)—2001, $0—2000 ...............+...-- (182) (1) — 
Foreign currency translation adjustment, net of tax of ($2,478)—2001, $1,294—2000, 

(SESI4\——1999 5 ves 20 gee Aes sl ee eb ta tee ro eo ee ee 3,718 (1,940) Dee. 
Comprehensive income based ‘on US. GAAP @) 20552 ina te eee erent $13,849 $4,746 $6,290 
Basicearmings per share based’ on U:S! GAAP aires see eee eh ee eee eee $8 0565 oO Seen 23 
Diluted’earnmes'per’share based on U-SAGAAP ye eres ses ee eee $0553) 33. 50350023 


The effect of these adjustments on shareholders’ equity is as follows: 


2001 2000 
Shareholders’ equity based! on Canadian’ GAAP ee. ee es ee eee $135,271 $112,212 
Adjustment to investment held ‘for sale\(l) sy eere ota ee iene ere ieiee ene eee 520 — 
Accumulated other comprehensive income: 
Unrealized gains (losses), net of tax of ($89)—2001, $136—2000...........................-. (146) 224 
Cumulative translation account (2)nn3 ie sare, 5 acsnencetspesi ete ace ey hema e ee eee ene (1,864) 5,582 
Executive share: purchase plan loan’) 9-7-2 sens eerie ee i (2,142) — 


Shateholders:equity based on UES. |GAAP G)aee oem ieee renee $131,639 $118,023 


(1) Under Canadian GAAP, Old Lyme is treated as an investment has been restated in U.S. dollars using the translation of conven- 


held for sale at its June 28, 2001 cost of $40,772. Under U.S. 
GAAP, Old Lyme is reflected at its fair market value, which is 
equal to its U.S. GAAP shareholder’s equity at December 31, 
2001 pursuant to the pending sale of Old Lyme. Accordingly, 
under U.S. GAAP, the investment in Old Lyme has been 
increased to reflect the net increase in its shareholder’s equity 
from the date of acquisition. This adjustment is treated as a pur- 
chase price adjustment to the Kaye acquisition and results in an 
increase of $2,075 in the investment in Old Lyme and a corre- 
sponding decrease in goodwill, with no effect on net earnings or 
shareholders’ equity. Under Canadian GAAP, interest on debt 
used to finance the Old Lyme acquisition in the amount of $520 
(net of tax) is charged to earnings. Under U.S. GAAP, the inter- 
est expense on the debt incurred to finance the purchase of Old 
Lyme is applied to the carrying value of the investment and does 
not affect the net earnings of the Company. 


(2) Under Canadian GAAP, the Company’s consolidated financial 


statements have historically been expressed in Canadian dollars. 
Effective September 30, 2001, the Company adopted the U.S. dol- 
lar as its reporting currency. Comparative financial information 


ience method. At September 30, 2001, all historical financial 
statements were converted from Canadian to U.S. dollars at the 
exchange rate in effect at September 30, 2001 of one Canadian 
dollar to 0.6338 U.S. dollar. Revenue and expenses subsequent to 
September 30, 2001 were translated to U.S. dollars at the average 
exchange rate for the period. 


Under U.S. GAAP, historical financial statements are translated 
using a current exchange rate; which for assets and liabilities is 
the exchange rate at the balance sheet date; for the income 
statement is the average exchange rate for the period; and for 
share capital accounts is the historical exchange rate. 


In addition, foreign exchange differences under U.S. GAAP are 
included in the cumulative translation account net of tax. The 
aggregate impact of these differences has been presented in the 
reconciliation of shareholders’ equity for Canadian to U.S. 
GAAP under the caption “cumulative translation account.” 
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(3) The consolidated statements of earnings and cash flows for the 
years ended December 31, 2001, 2000 and 1999 and condensed 
balance sheets as at December 31, 2001 and 2000 under U.S. 
GAAP are as follows: 


2001 2000 1999 
REvenUC rene $ 156,781 $100,919 $57,458 
Net earnings before 
income taxes....... $ 16,042 $12,195 $ 8281 
INGHEATIIN GS ern tre aars $7 105683) 9S 6504) 3S) 3.977 
Cash provided by 


operating activities.. $ 44,980 $ 13,563 $ 5,377 
Cash used in 

investing activities. . . 
Cash provided by 


financing activities. . . 


$(130,687) $(18,914) $(37,886) 


$ 130,881 $ 5,904  $ 63,949 


Total current assets.... $225,485 $ 81,518 


Ue AETSIG= Gone boace $ 499,381 $216,834 
Total current 

MASE. 6.0 ocho aoe $ 224,968  $ 63,839 
Total liabilities ....... $ 367,742 $ 98,811 
Total shareholders’ 

(SOW ys Sots Soom oS $ 131,639 $118,023 


(4) Comprehensive income is measured in accordance with State- 
ment of Financial Accounting Standards No. 130, “Reporting 
Comprehensive Income” (SFAS No. 130). This standard defines 
comprehensive income as all changes in equity other than those 
resulting from investments by owners and distributions to owners 
and includes the change in unrealized gains (losses) and foreign 
currency translation adjustments, which under Canadian GAAP 
are not recognized and recorded as a separate component of 
shareholders’ equity, respectively. Certain disclosures required 
by SFAS 115, “Accounting for Certain Investments in Debt and 
Equity Securities,” have not been included as such disclosures 
related to the Company’s investments in debt and equity securi- 
ties are immaterial to the overall financial statement presentation. 

(5) Under Canadian GAAP, loans granted by the Company to 
employees under the executive share purchase plan are treated as 
a receivable and included in the balance sheet caption “Accounts 
and other receivables.” Under U.S. GAAP, those loans receivables 
must be included as a reduction to shareholders’ equity. 


Effects of New U.S. GAAP Accounting Pronouncements 


In June 2001, the Financial Accounting Standards Board 
issued SFAS No. 141, “Business Combinations” and SFAS 
No. 142, “Goodwill and Other Intangible Assets.” SFAS No. 
141 requires that all business combinations subsequent to 
June 30, 2001 be accounted for in accordance with the pur- 
chase method of accounting, as well as specifies criteria for 
recognizing intangible assets acquired in a purchase business 
combination. SFAS No. 142 eliminates the amortization of 
goodwill, requires annual impairment testing of goodwill, 
and introduces the concept of definite and indefinite life 
intangible assets. Indefinite life intangible assets, similar to 
goodwill, will no longer be amortized and will be tested at 
least annually for impairment. Definite life intangible assets 
will be amortized over the estimated useful life of the asset. 
SFAS No. 142 must be adopted on January 1, 2002. 


Although the Company has not completed its assessment of 
these new accounting standards, it expects that the provi- 
sions of SFAS No. 142 related to accounting for goodwill 
and other intangible assets will have a significant impact on 
its consolidated earnings in 2002, as goodwill will no longer 
be amortized and charged to income when compared to con- 
solidated earnings for years prior to 2002. The Company is 
reviewing the impairment testing provisions of these stan- 
dards, and based on current conditions, does not expect to 
incur a material transition goodwill impairment charge as of 
January 1, 2002. 


In August 2001, the Financial Accounting Standards Board 
issued SFAS No. 144, “Accounting for the Impairment or 
Disposal of Long-Lived Assets” effective for fiscal years 
beginning after December 15, 2001. This Statement super- 
sedes SFAS No. 121, “Accounting for the Impairment of 
Long-Lived Assets and for Long-Lived Assets to Be 
Disposed Of,’ and the accounting and reporting provisions 
of Accounting Principles Board Opinion No. 30, “Report- 
ing the Results of Operations—Reporting the Effects of 
Disposal of a Segment of a Business, and Extraordinary, 
Unusual and Infrequently Occurring Events and Trans- 
actions” (APB No. 30). 


SFAS No. 144 generally retains the basic accounting model 
for the identification and measurement of impairments to 
long-lived assets to be held, and long-lived assets to be dis- 
posed. SFAS No. 144 broadens the definition of “discontin- 
ued operations,” as previously defined by APB No. 30, but 
does not allow for the accrual of future operating losses, as 
was previously permitted under that standard. SFAS No. 144 
also addresses several implementation and financial state- 
ment presentation issues not previously addressed under 
U.S. GAAP. SFAS No. 144 excludes from its scope finan- 
cial accounting and reporting for the impairment of goodwill 
and other intangible assets. 


The transitional guidance of SFAS No. 144 generally per- 
mits long-lived assets classified as held for disposal as a 
result of disposal activities that were initiated prior to SFAS 
No. 144’s initial application to continue to be accounted for 
in accordance with the prior pronouncement applicable for 
that disposal. As such, our investment in Old Lyme, which is 
classified as held for disposal at December 31, 2001, will 
continue to be accounted for in accordance with Canadian 
and U.S. generally accepted accounting principles applicable 
at the date that the disposal activities were initiated. In the 
event that the sale of Old Lyme is not completed by 
December 31, 2002, the investment will be reclassified as 
held for use in operations, in accordance with the provisions 
of SFAS No. 144. 
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Canadian GAAP has not been harmonized with U.S. GAAP related to the provisions of SFAS No. 144. Accordingly, any 
impact related to the adoption of the provisions of SFAS No. 144 will be treated as a reconciling item between U.S. and 
Canadian GAAP. However, we do not anticipate that the provisions of SFAS No. 144 will have a material impact on our finan- 
cial position or results of operations as reported under U.S. GAAP. 


18. Quarterly data (unaudited) 


Year ended December 31, 
2001 2000 
First Second Third Fourth Full First Second Third Fourth Full 
quarter quarter © quarter quarter year quarter quarter quarter quarter year 
REVENGE she eee $28,096 $29,342 $43,601 $52,954 $153,993 $23,205 $23,080 $24,504 $24,451 $95,240 
Neteamings ce een nee aes $ 2,467 $ 2,558 $ 2,029 $ 2,951 $ 10,005 $ 2,302 $2,093 $ 1,184 $ 559 $ 6138 


Net earnings per share—Basic... $ 0.13 $ 0.14 $ 011 $ O15 $ 053 $ 0.13 $ O12 $ 006 $ 003 $ 0.34 
Net earnings per share—Diluted.. $ 0.13 $ 014 $ 009 $ 014 $ 050 $ 013 $ 012 $ 006 $ 003 $ 0.34 
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Auditors’ Report 


Auditors’ Report to the Board of Directors and 
Shareholders of Hub International Limited: 


We have audited the accompanying consolidated balance 
sheets of Hub International Limited and its subsidiaries as of 
December 31, 2001 and 2000 and the related consolidated 
statements of earnings, retained earnings (deficit) and cash 
flows for each of the years in the three year period ended 
December 31, 2001, all expressed in United States of 
America dollars. These financial statements are the responsi- 
bility of the Company’s management. Our responsibility is 
to express an opinion on these financial statements based on 
our audits. 


We conducted our audits in accordance with auditing stan- 
dards generally accepted in Canada and in the United States 
of America. Those standards require that we plan and per- 
form an audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. An 
audit includes examining, on a test basis, evidence support- 
ing the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles 


used and significant estimates made by management, as well 
as evaluating the overall financial statement presentation. 
We believe that our audits provide a reasonable basis for 
our opinion. 


In our opinion, these consolidated financial statements 
referred to above present fairly, in all material respects, 
the financial position of Hub International Limited and its 
subsidiaries as of December 31, 2001 and 2000, and the 
results of their operations and their cash flows for each of 
the years in the three year period ended December 31, 2001, 
in accordance with accounting principles generally accepted 
in Canada. 


Prrermbtinhauatlorpery LLP 


Chartered Accountants 
Toronto, Ontario, Canada 
March 18, 2002 
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Stock Information 


Stock prices 


Below are The Toronto Stock Exchange high, low and closing prices of the Company’s common shares and cash dividends 
declared for each quarter in Canadian dollars: 


Year ended December 31, 
2001 2000 

First Second Third Fourth First Second Third Fourth 
quarter quarter quarter quarter quarter quarter quarter quarter 
[Sots \peady Meet Oe. o arene nementaa ee cinta Ores: $20.00 $18.00 $17.25) $15.75 $18.00 $16.00 $14.60 $13.00 
IW ey rarities Aece eN hee Ae PRE BN OR Se trck ctr agit $12.00 $15.75 $13.75 $13.00 $13.50 $13.00 $10.00 $ 9.50 
CIOSeR ey ect enone ere nan Saree $16.75 $16.00 $15.12 $15.25 $16.00 $15.00 $12.00 $13.00 
Cash dividends declared per share......... $ 0.07 $0.07 $0.07 §$ 0.07 $0.00 $007 $0.07 $ 0.07 


Designed by Curran & Connors, Inc. / www.curran-connors.com 
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